THE  FINANCIAL  CONDITION  OF  THE 
DISTRICT  OF  COLUMBIA  AND  THE 
FEDERAL  PAYMENT  REAUTHORIZA- 
TION 


4.  D  63/1:103-9 

r 
i  Financial  Condition  of  the  Dist...    AMT)    MARKUP 

BEFORE  THE 

COMMITTEE  ON 

THE  DISTRICT  OF  COLUMBIA 

HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 

SECOND  SESSION 

ON 

H.R.  2902 

TO  REAUTHORIZE  THE  ANNUAL  FEDERAL  PAYMENT  TO  THE  DISTRICT 
OF  COLUMBIA  FOR  FISCAL  YEAR  1996,  AND  FOR  OTHER  PURPOSES 


JULY  14  AND  SEPTEMBER  26,  1994 


Serial  No.  103-9 


Printed  for  the  use  of  the  Committee  on  the  District  of  Columbia 


'52«a?asfe^: 


HAH    8 


^ 


^'ss'ssa^ 


THE  FINANCIAL  CONDITION  OF  THE 
DISTRICT  OF  COLUMBIA  AND  THE 
FEDERAL  PAYMENT  REAUTHORIZA- 
TION 


HEARING  AND  MARKUP 

BEFORE  THE 

COMMITTEE  ON 

THE  DISTRICT  OP  COLUMBIA 

HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 

SECOND  SESSION 

ON 

H.R.  2902 

TO  REAUTHORIZE  THE  ANNUAL  FEDERAL  PAYMENT  TO  THE  DISTINCT 
OF  COLUMBLA  FOR  FISCAL  YEAR  1996,  AND  FOR  OTHER  PURPOSES 


JULY  14  AND  SEPTEMBER  26,  1994 


Serial  No.  103-9 


Printed  for  the  use  of  the  Committee  on  the  District  of  Columbia 


U.S.   GOVERNMENT  PRINTING  OFFICE 
84-687  CC  WASHINGTON   :    1995 


For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office.  Washington,  DC  20402 
ISBN  0-16-046445-5 


COMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

FORTNEY  PETE  STARK,  California.  Chairman 
RONALD  V.  DELLUMS,  California  THOMAS  J.  BLILEY,  JR.,  Virginia 

ALAN  WHEAT,  Missouri  DANA  ROHRABACHER,  California 

JIM  McDERMOTT,  Washington  JIM  SAXTON,  New  Jersey 

ELEANOR  HOLMES  NORTON,  District  of         CASS  BALLENGER,  North  Carolina 

Columbia 
JOHN  LEWIS,  Georigia 
WILLIAM  J.  JEFFERSON,  Louisiana 

Broderick  D.  Johnson,  Staff  Director 
Dennis  G.  Smith,  Minority  Staff  Director 

(II) 


CONTENTS 

Page 

THURSDAY,  JULY  14,  1994 

Staff  Summary  of  Findings  and  Conclusions  (V) 

Members'  Opening  Prepared  Statements 

Bliley,  Hon.  Thomas  J.  Jr.,  a  Representative  in  Congress  from  the  State 

of  Virginia 12 

Dellums,  Hon.  Ronald  V.,  a  Representative  in  Congress  from  the  State  of 

California  14 

Norton,  Hon.  Eleanor  Holmes,  a  Delegate  to  Congress  from  the  District  of 

Columbia  10 

Stark,  Hon.  Fortney  Pete,  Chairman,  Committee  on  the  District  of  Columbia  .  9 

Chronological  List  of  Witnesses 

Hill,  John  W.  Jr.,  Director,  Audit  Support  and  Analysis,  Accounting  and 

Information  Management  Division,  U.S.  General  Accounting  Office  14 

Prepared  statement  18 

Kelly,  Hon.  Sharon  Pratt,  Mayor,  District  of  Columbia  55 

Prepared  statement  59 

Clarke,  David  A.,  Chairman,  District  of  Columbia  Council  71 

Prepared  statement  75 

Bobb,  Robert  C,  City  Manager,  Richmond,  VA  114 

Prepared  statement  118 

Henry,  Ronald  G.,  Executive  Director,  Pennsylvania  Intergovernmental  Co- 
operation Authority 126 

Prepared  statement  131 

Williams,  Susan,  Greater  Washington  Board  of  Trade  151 

Prepared  statement  159 

Christian,  James  M.,  Greater  Washington  Board  of  Trade  151 

Prepared  statement  159 

Schlosberg,  Claudia,  staff  attorney,  Bazelon  Center  Monitor,  Dixon,  [Mental 

Health  Care  Litigation]  176 

Prepared  statement  179 

Smith,  Jonathan  M.,  Esquire,  D.C.  Prisoners  Legal  Services  Project,  Inc., 

plaintiffs  attorney  in  D.C.  Jail  health  care  litigation  195 

Prepared  statement  199 

Meltzer,  Judith,  senior  associate,  Center  for  Study  of  Social  Policy,  Monitor, 

LaShawn,  [Foster  Children  Litigation]  224 

Prepared  statement  228 

McCool,  Thomas  J.,  Deputy  Director  of  Financial  Institutions  and  Market 

Issues,  GAO  246 

Prepared  statement  249 

Marks,  Bruce,  Executive  Director,  Union  Neighborhood  Assistance  Corpora- 
tion    260 

Prepared  statement  263 

Hacker,  Leonard,  District  of  Columbia  resident 274 

Prepared  statement  276 

Index 

The  text  and  a  sununary  of  H.R.  2902,  as  introduced  2 

Comparison  of  H.R.  4166  to  H.R.  2902 — schedule  of  local  revenues  and  as- 
sumed authorized  Federal  payments  52 

(III) 


IV 

Page 

Staffing  levels  in  the  government  of  the  District  of  Columbia  95 

Retirement  incentive  programs  offered  to  the  District  of  Columbia  govern- 
ment employees  Ill 

Nason,  Tuck,   Greater  Washington   Board  of  Trade,  before  the  Committee 

of  the  Whole  of  the  Council  ofthe  District  of  Columbia  153 

Direct  State  aid  to  the  city  of  Philadelphia  170 

MONDAY,  SEPTEMBER  26.  1994 

Members'  Opening  Prepared  Statements 

Stark,  Hon.  Fortney  Pete,  Chairman,  Committee  on  the  District  of  Columbia  .  290 
Bliley,  Hon.  Thomas  J.  Jr.,  a  Representative  in  Congress  from  the  State 

of  Virginia  291 

Norton,  Hon.  Eleanor  Holmes,  a  Delegate  to  Congress  from  the  District  of 

Columbia  292 

Material  Submitted  for  the  Record 
Amendment  to  H.R.  2902  offered  by  Mr.  Stark,  Mr.  Bliley,  and  Ms.  Norton 294 

Appendix 

GAO  report  ofthe  District  of  Columbia  government's  financial  status  307 

Change  in  the  real  property  tax  year 366 

Consolidated  cash  flow  statements  369 

Information  on  the  District  of  Columbia's  cash  status  375 

Excerpts  from  CBO  analysis  ofthe  District  of  Columbia's  expenditures  379 

Comments  from  the  District  of  Columbia  380 

Results  in  brief 385 

Letter  from  the  Mayor  of  the  District  of  Columbia  dated  Feb.   17,   1994, 

to  Hon.  Charles  A.  Bowsher,  Comptroller  General  391 

Independent  auditors'  report  from  Cfoopers  &  Lybrand  394 

U.S.  General  Accounting  Office  computation  of  local  revenue  for  the  District 

of  Columbia  for  fiscal  year  ending  Sept.  30,  1993  399 

Checklist  for  Well-Managed  Cities  400 

Letter  to  Hon.  Fortney  Pete  Stark  from  Frank  J.  Fahrenkopf,  Jr.,  dated 

July  12,  1994  408 

Congressional  Budget  Office  analysis  on  amendment  to  the  District  of  Colum- 
bia Self-Government  and  Governmental  Reorganization  Act 412 


STAFF  SUMMARY  OF  FINDINGS  AND  CONCLUSIONS 

On  Thursday,  July  14,  1994,  the  Committee  on  the  District  of  Co- 
lumbia heard  extensive  testimony  on  the  District's  financial  condi- 
tion and  on  the  Federal  payment. 

The  Views  of  Committee  Members 

Chairman  Pete  Stark  opened  the  hearing  by  stating  that  the  fis- 
cal difficulties  facing  the  city,  as  described  in  a  June  22,  1994  Gen- 
eral Accounting  Office  [GAO]  report,  complicated  consideration  of 
the  introduced  version  of  H.R.  2902. 

Chairman  Stark  noted  that  GAO  found  that  the  District's  budget 
had  been  balanced  by  "imaginative  accounting  gimmicks  and  ut- 
terly unrealistic  revenue  and  expenditure  projections."  Realistic 
short-term  and  long-term  solutions  would  have  to  be  initiated  to  re- 
store the  District's  fiscal  health. 

Representative  Eleanor  Holmes  Norton,  the  Delegate  from  the 
District  of  Columbia  and  a  member  of  the  committee,  noted  steps 
taken  by  the  Congress  during  1991  to  provide  supplemental  funds 
to  protect  the  city  from  possible  insolvency,  including  increasing 
the  Federal  payment.  She  also  observed  that  the  existing  formula 
had  not  worked  as  expected  and  that  the  method  for  calculating  it 
should  be  redrawn. 

Representative  Thomas  J.  Bliley,  Jr.,  the  committee's  ranking 
minority  member,  termed  the  GAO  report  "an  unmistakable  wake- 
up  call  to  the  Congress  that  the  financial  condition  of  the  District 
cannot  be  ignored."  He  characterized  as  "unrealistic"  any  expecta- 
tion that  additional  Federal  resources  would  be  provided  to  the  city 
absent  implementation  of  fundamental  spending  reforms.  Rep- 
resentative Cass  Ballenger,  another  Republican  member  of  the 
committee,  also  spoke  of  the  need  for  District  officials  to  exert 
greater  fiscal  discipline. 

The  GAO  Report  on  the  District's  Financial  Condition 

The  first  witnesses  were  the  GAO  officials  who  had  analyzed  the 
District  of  Columbia's  finances  and  prepared  the  June  22  report. 
John  W.  Hill,  Jr.,  Director  of  GAO's  Audit  Support  and  Analysis, 
Accounting  and  Information  Management  Division,  testified  that 
the  city's  cash  position  fell  by  nearly  $200  million  from  1991  to 
1994.  Routinely  overestimated  revenues  and  underestimated  ex- 
penses in  the  District's  budget  exacerbate  the  problem  and  fail  to 
reflect  historical  trends. 

According  to  GAO,  the  District  has  resorted  to  quick  fixes  to  "bal- 
ance" the  budget.  One  example  was  a  $174  million  change  in  the 
property  tax  year  executed  in  the  fiscal  year  1993  supplemental 
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budget,  a  change  that  provided  for  an  actual  spending  increase 
without  a  corresponding  increase  in  the  city's  cash. 

GAO  also  testified  that  the  District's  multiyear  projections  often 
are  incomplete  because  they  do  not  contemplate  policy  changes  and 
do  not  include  deficits  in  the  operation  of  D.C.  General  Hospital, 
the  Water  and  Sewer  Fund,  and  fines  for  failure  to  abide  by  court 
orders.  The  District's  long-term  capital  budget  does  not  include 
nearly  $1  billion  needed  for  water  and  sewer  or  public  school  im- 
provements. GAO  postulated  that  the  District  could  be  forced,  by 
1995,  to  borrow  from  the  U.S.  Treasury  to  meet  its  cash  needs. 

Local  Government   Perspective   on   the   GAO   Report 

AND   H.R.   2902 

District  of  Columbia  Mayor  Sharon  Pratt  Kelly  and  District  of 
Columbia  City  Council  Chairman  David  Clarke  appeared  on  behalf 
of  the  city  government. 

Mayor  Kelly  testified  that  her  administration  had  closed  budget 
gaps  of  more  than  $2  billion  during  her  tenure  through  a  variety 
of  revenue  increases,  spending  and  personnel  cuts,  and  Federal 
payment  increases.  She  attributed  much  of  the  great  financial 
strain  facing  the  District  to  large  numbers  of  residents  receiving 
AFDC  and  Medicaid  assistance.  The  Mayor  asserted  that  the  city's 
fiscal  year  1994  budget  was  balanced. 

Mayor  Kelly  criticized  judicial  dictates  concerning  how  the  city 
should  deliver  services  and  allocate  resources.  And,  specifically  she 
asserted  that  the  District  has  made  great  progress  in  complying 
with  the  court  orders  and  consent  decrees  in  the  pending  children's 
foster  care  suit. 

Council  Chairman  Clarke  acknowledged  that  there  are  benefits 
to  the  District  of  Columbia  stemming  from  the  presence  of  the  Fed- 
eral Government.  Nevertheless,  he  emphasized  the  burdens,  noting 
that,  while  Federal  institutions  rely  on  services  provided  by  the 
city,  44  percent  of  all  real  property  in  the  city  is  tax-exempt  be- 
cause of  the  Federal  presence.  In  his  view,  the  annual  Federal  pay- 
ment should  fully  compensate  the  District  for  real  estate  taxes  on 
Federal  property  and  for  the  city's  inability  to  tax  the  income  of 
nonresidents.  According  to  Chairman  Clarke,  the  existence  of  artifi- 
cial constraints  leads  to  recurring  increases  in  District  taxes,  there- 
by adversely  affecting  the  local  tax  base — both  individual  and  com- 
mercial— and  the  District's  overall  economy. 

Turning  Things  Around:  Examples  From  Other  Jurisdictions 

While  the  District  of  Columbia's  status  and  responsibilities  as 
the  Nation's  Capital  are  unique,  it  also  has  much  in  common  with 
other  urban  jurisdictions.  Such  was  the  underlying  theme  of  the 
third  panel. 

Robert  C.  Bobb,  the  City  Manager  of  Richmond,  VA,  explained 
the  rigorous  performance  standards  applied  by  his  local  govern- 
ment, including  limits  on  indebtedness,  a  "rainy  dav"  reserve  re- 
quirement, and  the  use  of  regularly  updated  5-year  budget  projec- 
tions. Privatized  services  are  a  valuable  budget  balancing  tool  for 
Richmond's  city  leaders,  and  various  user  fees  have  reduced  the 
city's  reliance  on  property  tax  revenues. 
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Ronald  G.  Henry  served  as  the  Executive  Director  of  the  Penn- 
sylvania Intergovernmental  Cooperation  Authority  [PICA],  a  state 
fiscal  oversight  agency  created  in  1991  after  the  city  of  Philadel- 
phia's investment  grade  bond  ratings  were  withdrawn  by  the  major 
credit  agencies.  That  withdrawal  caused  a  cash  crisis,  and  the  city 
lost  the  ability  to  finance  itself 

According  to  Henry,  PICA  eschews  bailouts  and  encourages  self- 
sufficiency.  Philadelphia  is  authorized  to  apply  to  PICA  for  finan- 
cial assistance  in  the  form  of  bond  proceeds.  The  bonds  are  secured 
by  a  pledge  of  a  portion  of  the  tax  imposed  on  the  wages  and  earn- 
ings of  Philadelphia  residents.  PICA  requires  the  city  to  develop  5- 
year  financial  plans  based  on  reasonable  estimates  of  revenues  and 
expenditures.  Those  plans  must  also  show  annual  balanced  budg- 
ets. Philadelphia  officials  also  must  report  the  results  quarterlv 
and  update  such  plans  annually.  PICA  must  approve  any  such 
plan,  and  sanctions  may  be  imposed  should  a  plan  reflect  an  unbal- 
anced budget. 

Finally,  Mr.  Henry  recommended  performance  standards  for  the 
District,  with  Congress  assuming  oversight  functions  similar  to 
those  performed  by  PICA. 

James  M.  Christian  and  Susan  J.  Williams  appeared  on  behalf 
of  the  Greater  Washington  Board  of  Trade.  They  testified  in  sup- 
port of  H.R.  2902,  observing  that  it  would  further  predictability,  re- 
flect the  true  cost  to  the  District  of  the  Federal  presence,  and  pro- 
vide the  city  with  needed  financial  stability.  Mr.  Christian  and  Ms. 
Williams  also  expressed  grave  concern  for  the  District's  financial 
condition  in  light  of  the  GAO  report.  As  for  restoring  the  District's 
financial  health,  the  Board  of  Trade  supports  multiyear  planning, 
with  performance  accountability  standards,  and  encourages  eco- 
nomic development  to  create  new  revenues. 

Costs  to  the  District  of  Noncompliance  With  Court  Orders 

The  next  three  witnesses  before  the  committee  addressed  the 
human  and  financial  costs  of  the  city's  continuing  noncompliance 
with  court  orders  and  consent  decrees. 

Claudia  Schlosberg,  of  the  Bazelon  Center  for  Mental  Health 
Law,  is  the  appointed  monitor  in  the  Dixon  v.  Kelly  mental  health 
lawsuit.  Ms.  Schlosberg  testified  that  the  District's  record  of  com- 
pliance has  been  inadequate  because  city  officials  seem  less  than 
committed  to  the  goals  of  the  court's  decree.  While  in  her  view,  the 
District's  mental  health  resources  are  sufficient,  Ms.  Schlosberg  as- 
serted that  those  resources  are  improperly  allocated.  For  example, 
although  80  percent  of  adult  mental  health  clients  live  in  the  com- 
munity, the  city  allocates  71  percent  of  its  mental  health  budget  to 
hospital-based  care  and  administration.  Ms.  Schlosberg  stated;  that 
other  jurisdictions  faced  with  similar  challenges  have  downsized  in- 
stitutions and  created  community  alternatives. 

According  to  Ms.  Schlosberg,  typical  of  the  District's  attitude  to- 
ward the  Dixon  case  was  Mayor  Kelly's  attempt,  during  1993 — 
after  a  Special  Master  had  been  named — to  repeal  a  law  endorsing 
the  consent  order  entered  in  the  case.  The  District's  City  Council 
blocked  that  effort.  While  no  fines  have  been  imposed  in  the  Dixon 
case,  the  District  pays  hundreds  of  thousands  of  dollars  annually 
for  the  Special  Master  and  for  a  Monitoring  Committee. 
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Jonathan  Smith,  Executive  Director  of  the  D.C.  Prisoners'  Legal 
Services  Project,  has  represented  prisoners  in  the  District's  penal 
institutions.  Mr.  Smith  stated  that  the  city  fails,  in  defiance  of  re- 
medial court  orders,  to  provide  necessary  medical  care  to  prisoners. 
Furthermore,  the  District  routinely  files  misleading  compliance  re- 
ports with  the  courts.  The  high  cost  of  court-imposed  fines,  attor- 
ney fees,  special  officer  expenses,  and  civil  suits  worsens  matters. 

After  a  Federal  court  found  that  the  city's  child  welfare  system 
failed  to  protect  children  from  physical,  psychological,  or  emotional 
harm,  the  District  government  and  the  American  Civil  Liberties 
Union  [ACLU]  negotiated  a  comprehensive  remedial  order.  Judith 
Meltzer,  Senior  Associate  at  the  Center  for  the  Study  of  Social  Pol- 
icy, was  appointed  monitor  in  the  Lashawn  v.  Kelly  child  welfare 
foster  care  litigation.  An  Implementation  Plan  was  developed  in 
1992  that  included  tasks  and  deadlines.  Most  tasks  were  to  be  com- 
pleted by  June  1994. 

According  to  Ms.  Meltzer,  many  of  the  original  problems  remain, 
and  the  children's  experiences  have  barely  improved.  Negotiated 
deadlines  have  been  renegotiated  constantly  in  light  of  the  Dis- 
trict's apparent  grudging  compliance. 

Ms.  Meltzer  also  described  the  city's  failure  to  access  available 
Federal  funding  to  assist  foster  care. 

Revenue  Opportunities  for  the  District  of  Columbia 

The  final  panel  of  witnesses  explored  actions  that  Congress  and 
the  city  might  take  to  generate  additional  revenue  for  the  District. 
The  District  of  Columbia's  ability  to  expand  its  revenue  is  con- 
strained by  congressionally-imposed  exemptions.  For  example,  re- 
tail sales  taxes  are  not  collected  on  items  sold  for  personal  use  at 
the  Smithsonian,  at  the  U.S.  Capitol,  or  at  congressional  office 
buildings.  Similarly,  the  incomes  of  Government-sponsored  enter- 
prises are  not  subject  to  District  taxation,  even  though  these  enter- 
prises perform  commercial  and  highly  profitable  functions. 

Thomas  McCool,  Deputy  Director  of  Financial  Institutions  and 
Market  Issues  at  GAO,  discussed  the  original  purposes  for 
Congress's  decisions  to  exempt  Government-sponsored  enterprises 
from  non-Federal  taxation.  Fannie  Mae,  Freddie  Mac,  and  Sallie 
Mae  were  all  chartered  by  the  Federal  Government  originally  to 
ensure  viability  of  reasonably  priced  credit  in  housing  and  edu- 
cation. While  they  are  subject  to  some  Federal  constraints  on  their 
business  practices,  they  also  have  operating  privileges  that  in- 
crease their  profitability  significantly.  In  1993,  Fannie  Mae  earned 
over  $3  billion  and  paid  $1  billion  in  Federal  taxes.  Had  its  income 
also  been  subject  to  District  of  Columbia  corporate  taxes,  the  Dis- 
trict would  have  realized  approximately  $300  million  in  additional 
revenue  in  that  year  alone. 

Bruce  Marks,  Executive  Director  of  the  Union  Neighborhood  As- 
sistance Corporation  [UNAC]  of  Boston,  Massachusetts,  testified 
about  his  organization's  experience  offering  home-buying  assistance 
to  individuals  and  families  with  household  incomes  undfer  115  per- 
cent of  the  median  income  in  Boston.  He  argued  that  Fannie  Mae 
is  largely  responsible  for  a  two-tiered  mortgage  credit  market, 
wherein  the  poor  are  forced  to  pay  unreasonably  high  closing  costs 
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and  interest  rates.  Marks  supports  repeal  of  Fannie  Mae's  tax  ex- 
emption. 

Leonard  Hacker,  a  resident  of  the  District  of  Columbia,  charac- 
terized the  city's  gross  receipts  tax  on  utilities  as  an  indirect  tax 
on  the  Federal  and  District  governments,  and  other  nonprofit  enti- 
ties, because  that  tax  is  passed  on  to  all  users  in  the  form  of  higher 
rates.  Utility  companies  also  benefit  from  having  to  pay  this  tax  to 
the  city  only  once  per  month.  This,  in  turn,  Mr.  Hacker  asserted, 
causes  the  District  to  increase  its  borrowing. 

Committee  Markup 

1.  interim  federal  payment  reauthorization 

The  Committee  on  the  District  of  Columbia  ordered  H.R.  2902  fa- 
vorably reported  to  the  House  on  September  26,  1994.  At  the  mark- 
up, the  committee  approved  an  amendment  in  the  nature  of  a  sub- 
stitute cosponsored  by  Representatives  Stark,  Bliley  and  Norton. 
The  bill,  as  reported,  provides  an  interim,  1-year  reauthorization  of 
$660  million  for  fiscal  year  1996,  instead  of  a  formula-based 
amount.  The  $660  million  authorized  for  fiscal  year  1996  is  equal 
to  the  Federal  payment  appropriated  for  fiscal  year  1995. 

The  committee's  legislative  work  during  the  103d  Congress  indi- 
cated that  critical  questions  about  the  financial  health  of  the  Dis- 
trict needed  answers  before  the  committee  could  appropriately  act 
on  a  new,  continuing  formula-oriented  authorization.  In  August 
1994,  the  incumbent  Mayor  proposed  modifications  in  the  District's 
fiscal  year  1995  budget  designed  to  meet  congressionally  mandated 
reductions.  Ultimately,  however,  the  new  Mayor,  to  be  elected  on 
November  5,  1994,  will  have  to  address  the  substance  of  the  spend- 
ing cuts.  These  reductions,  along  with  the  city's  actual  ending  cash 
balances  for  fiscal  year  1994,  would  indicate  the  actual  state  of  the 
District's  financial  condition. 

2.  PERFORMANCE  AND  FINANCIAL  ACCOUNTABILITY  REQUIREMENTS 

The  roots  of  goal-based  performance  standards  in  government 
planning  extend  from  a  once-obscure  plan  developed  in  Sunnyvale, 
CA  in  1973,  to  the  widely  read  1990  book  "Reinventing  Govern- 
ment" by  David  Osborne.  Multiyear  financial  plans  that  address  so- 
lutions to  projected  gaps  between  spending  and  revenue  have  be- 
come effective  tools  in  the  last  decade  for  many  recovering  cities, 
including  New  York  and  Philadelphia. 

Practical  application  of  performance-based  government  planning 
is  becoming  widespread  in  cities  and  states,  and  is  the  basis  of  the 
Federal  Government  Performance  and  Results  Act  [GPRA].  The 
committee  wants  the  District  to  follow  that  trend. 

As  previously  noted,  much  of  the  testimony  at  the  committee's 
hearing  on  July  14,  1994  extolled  the  virtues  of  performance-based 
accountability  and  multiyear  financial  planning.  Thus,  H.R.  2902, 
as  reported  by  the  committee,  contains  a  framework  to  guide  the 
District  toward  more  disciplined  management  of  its  performance 
and  finances.  The  bill  also  requires  that  the  District  prepare  an- 
nual goal-based  performance  plans  and  reports,  with  special  atten- 
tion to  programs  and  services  under  court  order.  The  city  addition- 


ally  is  required  to  prepare  5-year  financial  plans  and  reports  indi- 
cating measures  to  close  any  projected  gap  between  spending  and 
revenue.  GAO  will  review  and  comment  on  each  of  the  reports, 
with  input  from  the  Office  of  Management  and  Budget  and  the 
Congressional  Budget  Office,  where  appropriate. 

Finally,  the  reported  version  of  H.R.  2902  requires  that  the  Dis- 
trict submit  quarterly  reports  on  its  cash  position  and  personnel 
levels.  The  plans  and  reports  will  be  submitted  to  the  appropriate 
House  and  Senate  committees. 


DISTRICT  OF  COLUMBIA  FEDERAL  PAYMENT 

REAUTHORIZATION 


THURSDAY,  JULY  14,  1994 

House  of  Representatives, 
Committee  on  the  District  of  Columbia 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:40  a.m.,  in  room 
1310,  Longworth  House  Office  Building,  Hon.  Pete  Stark  (chairman 
of  the  committee)  presiding. 

Members  present:  Representatives  Stark,  Norton,  Bliley,  and 
Ballenger. 

Staff  present:  Broderick  D.  Johnson,  Staff  Director;  Mark  Davis, 
Senior  Staff  Counsel;  David  S.  Julyan,  Senior  Staff  Counsel;  Brigid 
S.  Quinn,  Senior  Legislative  Associate;  Dennis  G.  Smith,  Minority 
Staff  Director;  Ron  Hamm,  Senior  Legislative  Associate;  Bud 
Albright,  Minority  Chief  Counsel;  Nancy  Noe,  Legislative  Associate; 
Ashley  Rehr,  Staff  Assistant;  and  Rick  Dykema,  Staff  Assistant. 

Staff  present  for  Representative  Norton:  Kevin  Avery,  Legislative 
Director;  Donna  Brazile,  Administrative  Assistant/Press  Secretary; 
and  Geneva  Clark,  Legislative  Assistant. 

The  Chairman.  Good  morning.  The  Committee  on  the  District  of 
Columbia  will  begin  its  hearing.  If  our  guests  and  staff  can  find  a 
place  to  sit  down,  we  will  begin. 

Some  of  the  members  have  statements.  We  will  receive  testimony 
today  on  the  fiscal  condition  of  the  District  of  Columbia  and  the  im- 
plications for  legislation  reauthorizing  the  Federal  payment. 

[The  text  and  a  summary  of  H.R.  2902,  as  introduced,  follow:] 


(1) 


103d  congress 
1st  Session 


H.  R.  2902 


To  amend  the  District  of  Columbia  Self-Govemment  and  Governmental  Reor- 
ganization Act  to  revise  and  make  permanent  the  use  of  a  formula 
based  on  adjusted  District  General  Fund  revenues  as  the  basis  for 
determining  the  amount  of  the  annual  Federal  payment  to  the  District 
of  Columbia,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATR^S 

August  5,  1993 

]\Ir.  Stark  (for  himself,  Ms.  Xorton,  Mr.  McDermott,  and  Mr.  Wheat) 
introduced  the  foiiownng  bill;  which  was  referred  to  the  Committee  on  the 
District  of  Columbia 


A  BILL 

To  amend  the  District  of  Columbia  Self-Government  and 
Governmental  Reorganization  Act  to  revise  and  make 
permanent  the  use  of  a  formula  based  on  adjusted  Dis- 
trict General  Fund  revenues  as  the  basis  for  determining 
the  amount  of  the  annual  Federal  pa^Tnent  to  the  Dis- 
trict of  Columbia,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tires  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Federal  Pa\Tnent  For- 

5  nulla  Re\ision  Act  of  1993". 


1  SEC.  2.  PERMANENT  USE  AND  REVISION  OF  FORMULA  TO 

2  DETERMINE  AMOUNT  OF  ANNUAL  FEDERAL 

3  PAYMENT  TO  DISTRICT  OF  COLUMBIA. 

4  (a)  In  General. — Section  503  of  the  District  of  Co- 

5  lumbia  Self-Government  and  Governmental  Reorganiza- 

6  tion  Act  (sec.  47-3406.1,  D.C.  Code)  is  amended  to  read 

7  as  follows: 

8  "federal  pay^ient  formula 

9  "Sec.  503.  (a)  Subject  to  subsection  (b),  there  is  au- 

10  thorized  to  be  appropriated  as  the  annual  Federal  pay- 

1 1  ment  to  the  District  of  Columbia  for  a  fiscal  3'ear  (begin- 

12  ning  with  fiscal  year  1995)  an  amount  equal  to  the  appli- 

13  cable  percentage  of  the  adjusted  District  General  Fund 

14  revenues  for  the  second  fiscal  year  preceding  such  fiscal 

15  year,  as  such  revenues  are  reported  in  the  independent 

16  audit  of  the  financial  operations  of  the  government  of  the 

17  District  of  Columbia  conducted  under  section  4(a)  of  Pub- 

18  lie  Law  94-399  and  as  reviewed  by  the  Comptroller  Gen- 

19  eral  under  section  715(e)  of  title  31,  United  States  Code. 

20  "(b)  Notwithstanding  subsection  (a),  the  amount  au- 

21  thorized  to  be  appropriated  under  such  .subsection  for  a 

22  fiscal  year  may  not  be  less  than  an  amount  equal  to  the 

23  average  of  the  annual  Federal  pa^-ments  made  to  the  Dis- 

24  trict  of  Columbia  pursuant  to  this  title  during  the  3  fiscal 

25  years  immediately  preceding  such  fiscal  year, 
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1  "(c)  In  this  section,  the  following  definitions  shall 

2  apply: 

3  "(1)  The  term  'applicable  percentage'  means — 

4  "(A)  with  respect  to  fiscal  year  1995,  25 

5  percent;  and 

6  "(B)  with  respect  to  each  succeeding  fiscal 

7  vear,  the  lesser  of — 

8  "(i)   the  applicable  percentage  deter- 

9  mined  under  this  paragraph  for  the  pre- 

10  ceding  fiscal  year  increased  by  1.0,  or 

11  "(ii)  30  percent. 

12  "(2)  The  term  'adjusted  District  General  Fund 

13  revenues'  means  all  revenues  of  the  General  Fund  of 

14  the  government  of  the  District  of  Columbia,  adjusted 

15  to  include  operating  transfers  from  the  Lottery  and 

16  Games  Fund  to  such  General  Fund  (but  no  other 

17  payments  or  transfers  to  such  fund  from  any  other 

18  intragovernmental  source),  and  not  including — 

19  "(A)  revenues  that  are  required  to  be  ac- 

20  counted  for  in  a  fund  other  than  such  General 

21  Fund;  and 

22  "(B)  revenues  from  Federal  sources. 

23  "(3)  The  term  'revenues  from  Federal  sources' 

24  means  revenues  derived  from  pa^Tnents  made  by  the 

25  Federal  Government  to  the  District  of  Columbia,  in- 
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1  eluding  fees   or  charges   for  products   or   services, 

2  grants,  payments  in  lieu  of  taxes,  and  direct  appro- 

3  priations.". 

4  SEC.  3.  REPORTING  REQUIREMENTS. 

5  (a)  Independent  Annual  Audit  of  District  Fi- 

6  NANCIAL  Operations. — The  first  sentence  of  section  4(a) 

7  of  Public  Law  94-399   (sec.  47-1 19(a),  D.C.   Code)  is 

8  amended  by  striking  "a  report  of  the  revenues"  and  all 

9  that  follows  and  inserting  the  following:  "a  report  of  the 

10  adjusted  District  General  Fund  revenues  for  the  fiscal 

11  year  (as  described  in  section  503(c)(2)  of  the  District  of 

12  Columbia  Self-Government  and  Governmental  Reorganiza- 

13  tionAct).". 

14  (b)  RE^^EW  by  Comptroller  General. — Section 

15  715(e)  of  title  31,  United  States  Code,  is  amended  by 

16  striking  "report  of  the  breakdown"  and  all  that  follows 

17  and  inserting  the  following:  "report  of  the  adjusted  Dis- 

18  trict  General  Fund  revenues  for  the  preceding  fiscal  year 

19  that  is  included  in  the  independent  annual  audit  of  the 

20  financial  operations  of  the  government  of  the  District  of 

21  Columbia  conducted  for  such  fiscal  year  under  section  4(a) 

22  of  Public  Law  94-399.". 

23  SEC.  4.  EFFECTIVE  DATE. 

24  The  amendments  made  by  this  Act  shall  apply  to  fis- 

25  cal  years  beginning  with  fiscal  year  1995. 

o 


Summary  of  the  Federal  Payment  Formula  Revision  Act 


The  federal  payment  formula  revision  bill  contains  the  foUovi'ing  features: 

•Revises  the  federal  payment  formula  to  address  ambiguities  and 
confusion  raised  under  current  formula.  Tlie  bill  reflects  suggestions 
by  GAO  to  establish  a  more  predictable  formula. 

•  .Authorizes  federal  payments  to  the  District  of  Columbia  based  on  a 
percentage  of  "adjusted  District  General  Fund  revenues  from  other 
than  federal  sources". 

•That  revenue  base  would  be  determined  from  adjusted  District 
General  Fund  revenues  for  the  second  fiscal  year  preceding  the  fiscal 
year  at  issue  (same  as  current  law). 

•The  formula  would  be  permanent,  with  a  sliding  scale  to  raise  the 
current  percentage  (24%)  1  percent  each  year  for  six  years,  until  it 
reaches  30%  (cap  recommended  by  Rivlin  Commission,  and 
reflecting  the  percentage  before  Home  Rule).   Increases  begin  in  FY  95. 

•To  preclude  wild,  unexpected  fluctuations  in  the  authorization  caused 
by  reductions  in  D.C.  revenue,  an  authorization  floor  would  be  set  so 
that  the  federal  payment  authorized  for  any  given  year  was  no  less 
than  the  average  federal  payment  appropriation  for  the  three 
preceding  fiscal  years. 

•According  to  the  GAO  experts  who  have  worked  on  this  issue  over 
the  past  months,  the  Stark  bill  would  yield  a  more  rational  and 
predictable  formula  that  would  work  as  follows: 

(1)  Determine  District  General  Fund  revenues,  meaning 
revenues  of  the  government  of  the  District  of  Columbia  other 
than  revenues  from  federal  sources  (e.g..  federal  payment, 
federal  grnnts.  fees  or  charges  for  services). 

(2)  'Adjust'  that  new  amount  by  subtracting  Inral  revenue 
required  to  be  accounted  for  in  another  fund,  including 
enterprise  funds,  water  and  sewer  funds,  trust  funds,  and 
intragovernmental  payments. 

(3)  .Add  to  that  adjusted  amount  the  operating  transfers  from  the 
lottery  and  games  fund  to  the  District  General  Fund.  Tliere  is  no 
disagreement  as  to  the  propriety  of  this  addition.  (Dellums  and 
Bliley  agreed  on  this  last  year.) 
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•Through  this  formula,  the  revised  payment  formula  would  address 
categories  such  as  the  non-appropriated  miscellaneous  and  non- 
appropriated charges  for  services  raised  by  Ms.  Norton  at  the  March 
hearing  and  addressed  in  GAO's  preliminary  analysis  on  June  14, 
1993.  Non-federal  dollars  in  those  categories  get  counted  under  the 
scenario. 

•The  District  will  be  required  to  prepare  its  annual  report  so  that 
adjusted  District  General  Fund  revenues  from  other  than  federal 
sources  would  be  identified.  The  report  would  be  included  in  the 
annual  independent  audit  of  the  District  required  under  current  law 
since  1976. 

•GAO  would  continue  to  review  the  audited  report  and  certify  its 
findings  (as  required  under  current  law). 

•Bottom  line  for  FY  94;  Based  on  this  formula  the  authorized  federal 
payment  for  FY  94  would  have  been  roughly  $658  million  instead  of 
the  $630  million  in  the  House  Appropriations  bill. 

•If  D.C.  revenue  figures  remain  constant,  federal  payment 
authorization  for  FY  1995,  at  25%,   would  yield  $680+  million. 
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The  Chairman.  The  current  Federal  payment  legislation  expires 
at  the  end  of  fiscal  year  1995.  I  would  like  to  authorize  a  new  for- 
mula before  we  adjourn  this  year.  0MB  and  the  District  govern- 
ment need  the  formula  to  prepare  for  the  District's  budget  and  we 
need  it  for  our  budget  work.  The  District,  unfortunately,  faces  a  fis- 
cal dead  end.  The  recent  GAO  report  on  the  city's  finances  outlines 
many  problems. 

What  the  GAO  report  at  the  least  tells  us  is  that  the  District's 
problems  will  not  be  solved  by  simply  increasing  revenues,  whether 
those  revenues  come  from  the  Federal  payment  or  other  sources.  I 
think  we  will  learn  today  that  more  money  will  only  end  up  in  a 
bigger  deficit. 

The  District  must  take  the  lead  by  initiating  realistic  short-term 
and  long-term  solutions.  These  solutions  will  not  be  without  pain 
and  risk  for  the  District  government.  In  spite  of  yesterday's  events, 
I  hope  that  Congress  would  help.  But  the  District's  solutions  must 
make  fiscal,  managerial,  and  political  sense. 

The  GAO  showed  that  the  District's  budget  has  been  balanced  by 
what  I  would  charitably  refer  to  as  imaginative  accounting  gim- 
micks and  utterly  unrealistic  revenue  and  expenditure  projections. 
Unfortunately,  these  practices  have  gone  on  for  a  number  of  years 
and  are  not  just  related  to  the  current  government. 

This  morning  the  committee  will  discuss  the  District's  budget. 
GAO  will  provide  us  with  the  background.  Mayor  Kelly  and  Council 
Chairman  Clarke  may  tell  us  of  any  definitive  or  detailed  plans 
they  might  have  to  restore  the  District's  financial  health.  We  will 
then  hear  of  solutions  which  have  been  used  in  other  cities  that 
have  faced  fiscal  chaos,  and  we  will  hear  from  the  local  business 
community  as  well. 

I  am  disturbed  by  the  District's  grudging  and  incomplete  compli- 
ance with  Federal  court  orders  and  consent  decrees  and,  indeed, 
with  agreements  that  the  District  itself  has  negotiated  on  its  own 
behalf.  We  will  learn  from  witnesses  about  the  human  and  finan- 
cial costs  of  the  city's  continuing  violation  of  Federal  laws. 

Finally,  the  committee  will  explore  certain  revenue  opportunities 
denied  the  District  under  the  Home  Rule  Act  and  other  Federal 
laws.  We  have  denied  them  revenue  by  the  tax  exempt  status  of 
certain  government-sponsored  enterprises  and  other  sales  trans- 
action activities.  That  is  not  fair.  Potential  sources  for  new  revenue 
would  include  the  Smithsonian,  Fannie  Mae,  Sallie  Mae,  Freddie 
Mac,  and  Congress  itself 

I  will  put  forth  a  new,  bipartisan  Federal  payment  proposal.  It 
is  clear  from  yesterday's  House  action  that  a  key  to  success  will  be 
action  by  the  District  to  control  its  own  finances. 

I  implore  the  District  to  demonstrate  dramatic,  visionary  person- 
nel, wage  and  spending  reductions — ^yes,  cuts. 

The  Federal  payment  proposal  will  be  crafted  with  all  deference 
to  home  rule  and  the  need  for  financial  predictability.  It  will  also 
reflect  Congress'  fiduciary  responsibility  to  the  Nation's  taxpayers, 
and  for  better  or  for  worse,  the  political  reality  of  securing  the  nec- 
essary votes  on  the  floor  to  pass. 

Washington  is  an  unusual  political  entity.  It  is  the  Nation's  Cap- 
ital, where  the  presence  of  millions  of  visitors  and  an  unmatched 
number  of  Federal  facilities  creates  unique  concerns  and  opportuni- 


ties.  Home  rule  need  not  conflict  with  that  Federal  interest.  There 
is  a  lot  that  can  be  done,  but  it  will  not  work  unless  the  District 
government  is  able  to  take  unpopular  action  in  opposition  to  the 
unions,  the  developers,  The  Washington  Post,  and  other  vested  in- 
terests. 

I  would  now  yield  to  my  distinguished  colleague,  the  Delegate 
from  the  District  of  Columbia,  for  an  opening  statement. 

[Chairman  Stark's  prepared  opening  statement  follows:! 

Prepared  Opening  Statement  of  Hon.  Pete  Stark,  Chairman,  Committee  on 

THE  District  of  Columbia 

Good  morning.  The  Committee  will  come  to  order. 

Today  we  will  receive  testimony  on  the  fiscal  condition  of  the  District  of  Columbia 
and  its  implications  for  legislation  reauthorizing  the  Federal  payment  to  the  city. 

The  current  Federal  payment  expires  at  the  end  of  fiscal  year  1995.  I  would  like 
to  authorize  a  new  formula  before  we  adjourn  for  the  year.  0MB  and  the  District 
government  need  the  formula  to  prepare  for  the  District's  fiscal  year  1996  budget. 

The  District  faces  a  fiscal  dead  end.  The  recent  GAO  report  on  the  District's  fi- 
nances succinctly  outlines  deeply  rooted  and  multifaceted  problems.  What  the  GAO 
report  tells  us  most  vividly  is  that  the  District's  problems  will  not  be  solved  by  sim- 

Ely  increasing  revenues,  whether  from  the  Federal  payment  or  other  sources.  The 
•istrict  must  take  the  lead  by  initiating  realistic  short-  and  long-term  solutions. 
These  solutions  will  not  be  without  pain  and  risk  for  the  District  government,  but 
in  spite  of  yesterday's  events,  I  know  the  Congress  wants  to  help.  The  District's  so- 
lutions must  make  fiscal,  managerial  and  political  sense. 

GAO  showed  that  the  District's  budget  has  been  "balanced"  by  imaginative  ac- 
counting gimmicks  and  utterly  unrealistic  revenue  and  expenditure  projections.  Un- 
fortunately, these  practices  have  gone  on  for  years,  and  not  just  under  the  current 
government. 

This  morning  the  Committee  will  discuss  the  District's  budget.  GAO  will  set  the 
stage.  Mayor  Kelly  and  Council  Chairman  Clarke  may  tell  us  of  any  definitive,  de- 
tailed plans  they  might  have  to  restore  the  District's  financial  health. 

We  will  hear  of  solutions  which  have  spared  other  U.S.  cities  from  fiscal  chaos 
and  we  will  hear  from  the  District's  local  business  community  as  well. 

I  am  disturbed  by  the  District's  grudging  and  incomplete  compliance  with  Federal 
court  orders  and  consent  decrees  and  agreements  it  has  negotiated  on  its  own  be- 
half. We  will  learn  from  several  witnesses  about  the  human  and  financial  costs  of 
the  city's  continuing  violations  of  the  U.S.  Constitution  and  Federal  law. 

Finally,  the  Committee  will  explore  certain  revenue  opportunities  denied  the  Dis- 
trict under  the  Home  Rule  Act  and  other  Federal  laws,  including  revenue  denied 
by  the  tax-exempt  status  of  certain  government-sponsored  enterprises  and  other 
sales  transactions  activities.  Potential  sources  for  new  revenue  include  the  Smithso- 
nian, Fannie  Mae,  Sallie  Mae,  Freddie  Mac,  and  the  Congress  itself. 

I  will  put  forth  a  new  bipartisan  Federal  payment  proposal.  It  is  clear  from  yes- 
terday's House  action  that  a  key  to  success  will  be  action  by  the  District  to  dem- 
onstrate dramatic  visionary  personnel,  wage  and  spending  reductions — yes,  cuts!  My 
Federal  payment  proposal  will  be  crafted  with  all  deference  to  Home  Rule  and  the 
need  for  financial  predictability.  It  will  also  reflect  Congress's  fiduciary  responsibil- 
ity to  the  Nation's  taxpayers,  and  the  pragmatic  political  reality  of  securing  the  nec- 
essary %'otes  to  pass. 

Washington  is  an  unusual  political  entity.  This  is  the  Nation's  Capital  where  the 
presence  of  both  millions  of  visitors  and  an  unmatched  number  of  Federal  facilities 
creates  unique  concerns  and  opportunities.  Home  rule  need  not  conflict  with  the 
Federal  interest. 

There  is  a  lot  that  can  be  done,  but  it  won't  work  unless  the  District  shows  the 
courage  to  take  unpopular  action  in  opposition  to  unions,  developers,  the  Washing- 
ton Post,  and  other  vested  interests. 

I  now  yield  to  my  distinguished  colleague  from  Virginia,  the  Ranking  Republican 
Member  of  the  Committee,  Congressman  Thomas  Bliley. 

Ms.  Norton.  Thank  you  very  much,  Mr.  Chairman. 
I   want  to  begin  by  expressing  my   appreciation  to  Chairman 
Stark  for  convening  today's  important  hearing  and  to  thank  him  for 


10 

his  leadership  in  introducing  H.R.  2902,  to  revise  the  District's 
Federal  payment  formula  and  make  it  permanent. 

In  1991,  this  committee  led  an  extraordinary  bipartisan  congres- 
sional effort  which  resulted  in  a  $100  million  supplemental  that 
rescued  the  District  from  the  brink  of  insolvency  and  a  permanent 
$200  million  increase  in  the  Federal  payment.  The  committee  also 
took  what  it  believed  to  be  an  even  more  important  step  when  it 
passed  a  formula  for  Federal  payment  for  the  first  time. 

The  formula,  it  was  felt,  would  add  much  needed  predictability 
and  stability  to  the  city's  budget  and  operations,  with  additional 
positive  ramifications  for  the  city  when  it  went  to  the  bond  market. 

As  important  as  the  formula  has  been,  it  did  not  turn  out  as  Con- 
gress expected.  There  were  unforeseen  glitches  and  controversy 
about  the  basis  for  calculating  the  Federal  payment,  using  the  for- 
mula, and  there  were  unacceptable  consequences  for  a  hard- 
pressed  city. 

For  example,  Congress  had  good  reasons  for  linking  the  formula 
to  District-raised  revenues.  However,  a  consequential  reduction  in 
the  Federal  payment,  when  the  District's  own  revenues  are  down, 
would  leave  any  city  today  wondering  whether  it  wouldn't  be  better 
to  take  their  chances  on  advocacy  rather  than  a  formula  that  forces 
a  lower  Federal  payment  when  funds  are  most  needed. 

However,  I  do  not  believe  that  the  inevitable  problems  encoun- 
tered in  the  first  years  of  the  formula  have  discredited  this  impor- 
tant reform  at  all.  The  problems  do  confirm  the  wisdom  of  revisit- 
ing the  formula  for  reform  and  reauthorization  this  year. 

Both  Chairman  Stark  and  ranking  member  Bliley,  who  was  a 
major  architect  and  advocate  of  the  present  formula,  have  intro- 
duced bills.  I  want  to  thank  both  the  chairman  and  the  ranking 
member  for  their  continuing  support  of  the  formula  concept. 

I  am  a  cosponsor  of  Chairman  Stark's  bill  because  it  thoughtfully 
addresses  the  special  problems  that  arose  in  the  implementation  of 
the  present  formula,  without  abandoning  its  basic  contours.  May  I 
welcome  Mayor  Kelly,  Chairman  Clarke,  and  the  council  members, 
school  board  members,  and  District  residents  who  are  here  today, 
as  well  as  all  of  today's  witnesses  who  have  prepared  for  this  hear- 
ing. 

Thank  you  very  much,  Mr.  Chairman. 

[Congresswoman  Norton's  prepared  opening  statement  follows:] 

Prepared  Statement  of  Hon.  Eleanor  Holmes  Norton,  a  Delegate  to 
Congress  From  the  District  of  Columbia 

I  want  to  express  my  appreciation  to  Chairman  Stark  for  convening  today's  impor- 
tant hearing  and  to  thanx  him  for  his  leadership  in  introducing  H.R.  2902  to  revise 
the  District  s  Federal  payment  formula  and  make  it  permanent. 

In  1991,  this  Committee  led  an  extraordinary  bipartisan  congressional  effort 
which  resulted  in  a  $100  million  supplemental  that  rescued  the  District  from  the 
brink  of  insolvency  and  a  permanent  $200  million  increase  in  the  Federal  payment. 
The  Committee  also  tcok  what  it  believed  to  be  an  even  more  important  step  when 
it  passed  a  formula  for  the  Federal  payment  for  the  first  time.  The  formula,  it  was 
felt,  would  add  much  needed  predictability  and  stability  to  the  city's  budget  and  op- 
erations, with  additional  positive  ramifications  for  the  city  when  it  went  to  the  bond 
market. 

As  important  as  the  formula  has  been,  it  did  not  turn  out  as  Congress  expected. 
There  were  unforeseen  glitches  and  controversy  about  the  basis  for  calculating  the 
Federal  payment  using  the  formula,  and  there  were  unacceptable  conseauences  for 
a  hard  pressed  city.  For  example,  Congress  had  good  reasons  for  linking  the  formula 
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to  the  District-raised  revenues.  However,  a  consequential  reduction  in  the  Federal 
payment  when  the  District's  own  revenues  are  down  would  leave  any  city  today 
wondering  whether  it  wouldn't  be  better  to  take  their  chances  on  advocacy  rather 
than  a  formula  that  forces  a  lower  Federal  payment  when  funds  are  most  needed. 
However,  I  do  not  believe  that  the  inevitable  problems  encountered  in  the  first  years 
of  the  formula  have  discredited  this  important  reform  at  all.  The  problems  do  con- 
firm the  wisdom  of  revisiting  the  formula  for  reform  and  reauthorization  this  year. 

Both  Chairman  Stark  and  Ranking  Member  Bliley,  who  was  a  major  architect  and 
advocate  of  the  present  formula,  have  introduced  bills.  I  want  to  thank  both  the 
Chairman  and  Ranking  Member  for  their  continuing  support  of  the  formula  concept. 
I  am  co-sponsor  of  Chairman  Stark's  bill  because  it  thoughtfully  addresses  the  spe- 
cial problems  that  arose  in  the  implementation  of  the  present  formula  without  aban- 
doning its  basic  contours. 

May  I  welcome  all  of  today's  witnesses. 

The  Chairman.  Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  apologize  for  my  tardi- 
ness this  morning,  but  I  was  in  another  hearing  in  Commerce.  I 
want  to  thank  you  for  calling  this  important  hearing  and  also  for 
your  effort,  together  with  Mr.  Dixon  on  the  Appropriations  Com- 
mittee, for  securing  the  vital  information  that  will  serve  as  the 
focus  of  this  hearing. 

GAO's  report  has  given  us  a  much  clearer  and  more  detailed  un- 
derstanding of  the  state  of  the  District's  finances  and  budget  prac- 
tices than  we  have  had  before.  Yesterday,  the  GAO  report  proved 
to  be  an  unmistakable  wake-up  call  to  the  Congress  that  the  finan- 
cial condition  of  the  District  cannot  be  ignored.  I  hope  that  it  will 
be  received  similarly  in  the  District.  It  will  serve  no  constructive 
purpose  to  try  to  dismiss  yesterday's  vote  as  a  cheap  political  shot. 
Those  who  insist  on  that  position  clearly  are  uninformed  about 
what  has  been  happening  here  over  the  past  several  months. 

GAO  has  confirmed  that  the  District  historically  and  still  today 
routinely  overestimates  revenue.  This  appears  to  be  a  problem  of 
both  collecting  revenues  owed  to  the  District  and  the  problem  of  ex- 
pecting more  revenues  from  new  and  higher  taxes  than  actually 
come  in. 

Another  fundamental  finding  of  the  GAO  is  that  the  District  has 
not  exercised  responsible  control  over  its  spending.  This  lack  of 
control  or  restraint  occurs  across  the  board  and  is  evident  in 
unsustainable  personnel  costs,  reprogramming  textbook  and  main- 
tenance and  equipment  funds  to  pay  salaries  and  benefits,  un- 
checked overspending  on  Medicaid  and  AFDC,  and  many  other 
areas. 

I  look  forward  to  hearing  from  our  witnesses  today  for  further  in- 
sight into  where  the  District's  finances  stand  now,  how  they  got 
there  and  where  we  need  to  go  from  here.  The  third  panel  will  fea- 
ture the  city  manager  of  my  hometown,  Richmond,  Virginia,  and 
the  head  of  the  rescue  organization  for  Philadelphia,  as  well  as  the 
Greater  Washington  Board  of  Trade.  These  witnesses  may  help  us 
learn  how  other  cities  have  met  and  overcome  similar  difficulties 
as  those  the  District  faces. 

It  is  a  particular  pleasure  for  me  to  welcome  Mr.  Robert  Bobb, 
the  city  manager  of  Richmond.  Richmond  is  also  the  capital  city. 
I  believe  some  of  the  contrast  within  Richmond  and  the  District 
will  be  informative  to  members.  Richmond  has  recently  provided 
pay  raises  to  employees  while  cutting  property  taxes.  Richmond 
and  other  cities  face  many  of  the  same  revenue  constraints  that  we 
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have  routinely  heard  are  unfair  to  the  District.  Most  States  impose 
taxation  restrictions  on  municipal  governments.  In  Virginia,  no 
municipal  government  can  impose  an  income  tax.  Every  large  city 
has  a  significant  amount  of  tax-exempt  property. 

Then  we  will  hear  from  experts  and  major  actors  in  several  of 
the  numerous  court  cases  involving  so  much  of  the  District  govern- 
ment's operation. 

Mr.  Chairman,  I  have  a  lengthy  statement.  Rather  than  burden- 
ing the  committee's  time,  I  ask  unanimous  consent  to  make  the  en- 
tire statement  a  part  of  the  record  and  yield  back  the  balance  of 
my  time. 

The  Chairman.  Without  objection,  the  gentleman's  entire  state- 
ment will  appear  in  the  recora. 

[Prepared  opening  statement  of  Hon.  Thomas  J.  Bliley,  Jr.  fol- 
lows:] 

Prepared  Statement  of  Hon.  Thomas  J.  Bliley,  Jr.,  a  Representative  in 
Congress  From  the  State  of  Virginia 

Thank  you  Mr.  Chairman,  for  calHng  this  important  hearing  and  also  for  your  ef- 
fort, together  with  Mr.  Dixon  of  the  Appropriations  Committee,  in  securing  the  vital 
information  that  will  serve  as  the  focus  oi  this  hearing.  The  GAO  report  nas  given 
us  a  much  clearer  and  more  detailed  understanding  of  the  state  of  the  District's  fi- 
nances and  budget  practices  than  we  have  had  before. 

Yesterday,  the  GAO  report  proved  to  be  an  unmistakable  wake-up  call  to  the  Con- 
gress that  the  financial  condition  of  the  District  cannot  be  ignored.  I  hope  that  it 
will  be  received  similarly  in  the  District.  It  will  serve  no  constructive  purpose  to  try 
to  dismiss  yesterday's  vote  as  a  cheap  political  shot.  Those  who  insist  on  that  posi- 
tion clearly  are  uninformed  about  what  has  been  happening  here  over  the  past  sev- 
eral months. 

GAO  has  confirmed  that  the  District  historically  and  still  today  routinely  overesti- 
mates revenues.  This  appears  to  be  a  problem  of  both  collecting  revenues  owed  to 
the  District  and  a  problem  of  expecting  more  revenues  from  new  and  higher  taxes 
than  actually  come  in. 

Another  fundamental  finding  of  the  GAO  is  that  the  District  has  not  exercised  re- 
sponsible control  over  its  spending.  This  lack  of  control  or  restraint  occurs  across 
the  board  and  is  evident  in  unsustainable  personnel  costs,  reprogramming  textbook, 
maintenance  and  equipment  funds  to  pay  salaries  and  benefits,  unchecked  over- 
spending on  Medicaid  and  AFDC  and  many  other  areas.  I  look  forward  to  hearing 
from  our  witnesses  today  for  further  insight  into  where  the  District's  finances  stand, 
how  they  got  here  and  where  they  need  to  go  from  here. 

The  tnird  panel  will  feature  the  City  Manager  of  my  home  town,  Richmond,  Vir- 
ginia and  the  head  of  the  rescue  organization  Tor  Philadelphia  as  well  as  the  Great- 
er Washington  Board  of  Trade.  These  witnesses  may  help  us  learn  how  other  cities 
have  met  and  overcome  similar  difficulties  to  those  the  District  faces  and  what  the 
District  might  undertake. 

It  is  a  particular  pleasure  to  welcome  Mr.  Robert  Bobb.  Richmond  is  also  a  capital 
city.  I  believe  some  of  the  contrasts  between  Richmond  and  the  District  will  be  in- 
formative to  members.  Richmond  has  recently  provided  pay  raises  to  public  employ- 
ees while  at  the  same  time,  cut  property  taxes.  Richmond  and  other  cities  face  many 
of  the  same  revenue  constraints  we  have  routinely  heard  are  unfair  to  the  District. 
Most  states  impose  taxation  restrictions  on  municipal  governments.  For  example,  in 
Virginia,  no  municipal  government  can  impose  an  income  tax.  Virtually  every  large 
city  has  a  significant  amount  of  tax  exempt  property. 

Then  we  will  hear  from  experts  and  major  actors  in  several  of  the  numerous  court 
cases  involving  so  much  of  the  District  government's  operations.  I  am  greatly  trou- 
bled by  the  number  and  breadth  of  the  court  cases  arising  from  the  District's  lack 
of  attention  to  its  duties  and  resulting  in  far  too  many  court  orders  and  consent  de- 
crees. I  hope  to  explore  more  of  these  matters  affecting  the  public  housing  program, 
the  entire  corrections  system,  juvenile  corrections,  public  scnools,  and  others  at  an- 
other time.  These  matters  are  of  concern  to  the  Conunittee  because  they  involve  fed- 
eral courts,  federal  agencies  and  the  welfare  of  so  many  people  in  the  District. 

The  last  panel  includes  a  District  citizen  who  is  concerned  about  some  of  the  tax 
policies  of  tne  District  and  how  these  policies  may  amount  to  more  than  the  District 
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represents.  Also,  we  will  explore  the  tax  status  of  several  important  government  en- 
terprises. I  am  concerned  aoout  the  potential  effect  changing  these  entities  tax  sta- 
tus could  have  on  the  performance  of  their  missions.  I  am  also  concerned  that  the 
Chairman's  legislation  in  this  area  may  hold  negative  unintended  consequences. 
GAO  will  testify  that  removing  the  tax  exempt  status  of  the  GSEs  clearly  will  .^eult 
in  a  loss  of  federal  revenues  and  any  short-term  gains  at  the  local  level  may  be  off- 
set in  the  future. 

As  I  stated  on  the  House  floor  yesterday,  today's  budget  crisis  pales  in  comparison 
to  the  long-term  crisis  dead  ahead  as  illustrated  in  this  first  chart.  The  good  news 
in  this  chart  is  that  by  the  end  of  the  decade,  revenues  are  expected  to  grow,  albeit 
at  a  modest  rate  of  nine  percent.  The  disturbing  news  is  spending  will  frrow  at  more 
than  twice  that  rate.  The  annual  revenue-expenditure  gap  will  grow  to  $742  million 
by  the  year  2000. 

District  officials  will  no  doubt  insist  that  spending  is  beyond  their  control  because 
of  mandates  in  programs  like  Medicaid  and  budget  constraints  in  debt  service  and 
payments  to  the  retirement  systems.  But  we  cannot  overlook  the  fact  that  discre- 
tionary spending  in  other  programs  is  growing  just  as  rapidly.  Not  every  item  in 
the  budget  can  be  a  priority  of  equal  importance. 

The  second  chart  showing  the  correlation  between  the  incidence  of  violent  crime 
and  the  decline  in  population  tells  us  that  there  is  important  information  to  consider 
on  the  revenue  side  of  the  deficit  problem.  We  can  see  that  as  violent  crime  in- 
creased in  the  late  1970s,  the  District's  population  declined.  When  violent  crime  de- 
creased, the  population  held  steady.  But  in  recent  years  as  crime  increased  again, 
the  District  faced  another  loss  in  population.  Crime  is  not  only  a  direct  cost  in  the 
budget  in  terms  of  police  and  the  correctional  system,  it  also  is  a  loss  in  revenue. 
Taxpayers  have  left  and  revenues  from  sales  taxes  have  declined  as  well. 

District  officials  are  quick  to  blame  the  federal  government  for  the  loss  of  reve- 
nues, but  Congress  has  not  driven  thousands  of  middle  class  families  out  of  the  Dis- 
trict. Defining  the  District's  financial  problem  simply  as  a  lack  of  revenue  widely 
misses  the  mark.  Moreover,  it  is  unrealistic  to  believe  that  additional  federal  re- 
sources will  be  committed  until  fundamental  reforms  on  the  expenditure  side  of  the 
ledger  are  securely  in  place  for  the  future. 

Mr.  Chairman,  thank  you  for  calling  this  hearing  and  I  look  forward  to  hearing 
from  the  witnesses. 

The  Chairman.  I  am  pleased  to  recognize  the  distinguished  gen- 
tleman from  North  Carolina,  Mr.  Ballenger. 

Mr.  Ballenger.  Thank  you,  Mr.  Chairman. 

Today's  hearing  is  extremely  important  because  it  will  be  a  com- 
prehensive review  of  the  financial  condition  of  the  District.  I  have 
read  the  GAO  report  and  it  clearly  and  distinctly  outlines  the  prob- 
lem facing  the  District;  I  look  forward  to  hearing  the  GAO  testi- 
mony and  further  explanation  of  their  audit  of  the  District's  fi- 
nances. 

As  a  Monday-through-Friday  resident  of  the  District,  I  believe 
the  District  has  been  on  the  road  to  financial  collapse  for  a  long 
time;  it  seems  since  I  have  been  here  that  the  District  is  always 
in  a  chronic  state  of  crisis  and  always  takes  the  easy  way  out  of 
blaming  Congress  for  the  lack  of  revenues  instead  of  taking  realis- 
tic steps  to  solve  the  budget  problems. 

The  Federal  Grovernment  has  attempted  to  help.  Commencing  in 
1991,  rather  than  continuing  business  as  usual,  Congress  provided 
$100  million  in  an  emergency  appropriations  bill  and  raised  the 
Federal  payment  over  1990  levels  for  a  $600  million  gain  for  the 
District  and  approved  a  $331  million  bond  measure.  This  provided 
the  District  with  over  $1  billion  in  needed  assistance.  Despite  these 
efforts,  the  District  continues  to  suffer  from  cash  flow  problems. 

The  time  has  come  for  District  officials  to  exert  discipline,  along 
with  backbone,  to  straighten  out  the  problems  once  and  for  all.  As 
a  former  county  commissioner.  State  representative,  and  State  sen- 
ator, I  have  balanced  budgets  and  made  tough  choices.  It  is  not  an 
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easy  thing  to  do,  but  it  can  be  done;  and  the  time  for  action  is  now 
before  it  is  too  late. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Representative  Dellums  has  submitted  a  state- 
ment regarding  H.R.  2902.  Without  objection,  it  will  appear  at  this 
point  in  the  record. 

[Prepared  statement  of  Hon.  Ronald  V.  Dellums  follows:] 

Prepared  Statement  of  Hon.  Ronald  V.  Dellums,  a  Representative  in 
Congress  From  the  State  of  California 

I  would  like  to  thank  Chairman  Stark  for  convening  this  hearing  to  discuss  ideas 
for  revising  the  District  of  Columbia's  federal  payment  formula. 

As  you  are  aware,  for  13  years  I  chaired  this  conmiittee  and  we  worked  assidu- 
ously to  come  up  with  a  federal  payment  formula  that  would  be  fair  to  the  District. 
I  believe  that  the  District  of  Columbia  is  at  a  major  disadvantage  because  it  cannot 
forecast  its  revenue  from  year  to  year,  this  is  a  result  of  not  having  a  federal  pay- 
ment formula  that  is  permanent  and  dependable.  Mr.  Chairman,  I  have  stated  on 
many  occasions  that  the  District  of  Columbia  desei^es  the  dignity  of  knowing  where 
its  funds  are  coming  from.  This  is  important  for  it  is  impossible  to  manage  a  city 
without  the  foundation  for  a  sensible  budget  to  address  the  myriad  of  concerns  that 
the  District  of  Columbia  is  faced  with. 

To  address  the  lack  of  a  federal  payment  formula  this  committee  passed  legisla- 
tion that  contained  a  formula  for  the  federal  payment  in  1991.  As  Chair  of  the  com- 
mittee at  that  time  I  was  elated  because  I  believed  that  we  had  set  the  basis  for 
stability  and  efficiency  for  the  District  of  Columbia.  It  is  also  important  to  note  that 
this  agreed  upon  federal  payment  formula  came  as  a  result  of  bipartisan  coopera- 
tion. 

I  thought,  Mr.  Chairman,  at  that  point  in  time  that  we  had  resolved  a  major  im- 
position for  the  District  of  Columbia  by  passing  this  legislation.  However,  I  now  un- 
derstand that  the  legislation  as  passed  did  not  provide  the  remedy  that  we  had  ex- 
pected. There  are  several  problems  inherent  in  the  present  system  that  may  result 
in  even  a  lesser  federal  payment  to  the  District  of  Columbia.  This,  Mr.  Chairman, 
is  a  major  problem.  I  am,  of  course,  willing  to  reexamine  the  issue  of  a  federal  pay- 
ment formula  for  the  District  of  Columbia.  In  addition,  I  welcome  this  hearing  as 
a  necessary  first  step  in  resolving  this  problem. 

The  Chairman.  Thank  you.  I  am  now  pleased  to  introduce  our 
first  panel,  which  is  led  by  Mr.  John  Hill,  Jr.,  Director  of  the  Audit 
Support  and  Analysis  Division  of  the  General  Accounting  Office.  He 
is  accompanied  by  Ms.  Lisa  Jacobson,  the  Acting  Associate  Director 
of  the  Accounting  and  Information  Management  Division.  They  are 
accompanied  by  Mr.  Michael  Fischetti,  whose  exact  title  I  am  unfa- 
miliar with  at  this  point.  I  will  let  Mr.  Hill  further  introduce  him. 

I  am  going  to  let  you  orchestrate  your  enlightenment  of  the  com- 
mittee any  way  you  would  like,  Mr.  Hill.  Why  don't  you  proceed? 

STATEMENT  OF  JOHN  W.  HILL,  JR.,  DIRECTOR,  ACCOMPANIED 
BY  LISA  G.  JACOBSON,  ACTING  ASSOCIATE  DIRECTOR,  AND 
MICHAEL  FISCHETTI,  ASSISTANT  DIRECTOR,  AUDIT  SUP- 
PORT AND  ANALYSIS,  ACCOUNTING  AND  INFORMATION 
MANAGEMEP^  DIVISION,  U.S.  GENERAL  ACCOUNTING  OF- 
FICE 

Mr.  Hill.  Mr.  Chairman,  and  members  of  the  committee,  I  am 
pleased  to  be  here  today  to  represent  the  Comptroller  General  of 
the  United  States,  and  discuss  our  review  of  the  District's  finances, 
the  calculation  of  the  authorized  1995  Federal  payment,  and  our 
views  on  the  provisions  of  H.R.  2902. 

Accompanying  me  today  are  Lisa  Jacobson,  who  is  my  Associate 
Director,  and  Mike  Fischetti,  who  is  the  Assistant  Director.  My 
written  statement  and  the  reports  that  support  it  cover  a  number 
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of  issues.  In  the  interest  of  time,  I  will  highlight  only  some  of  our 
major  findings. 

Before  I  begin,  though,  I  wish  to  acknowledge  the  important  role 
played  by  the  Congressional  Budget  Office  in  reviewing  and  analyz- 
ing the  District's  budgets  and  the  multiyear  plans. 

The  District  is  a  unique  entity,  being  the  only  governmental  unit 
with  responsibilities  for  both  State,  county,  and  city  functions.  The 
District  currently  provides  these  services  primarily  from  a  $3.4  bil- 
lion budget.  Approximately  80  percent  of  the  revenues  come  from 
income  taxes,  property  taxes,  sales  taxes  and  other  local  revenues. 

The  District  also  receives  an  annual  Federal  payment  that  is  in- 
tended to  compensate  the  District  for  nonreimbursed  services  pro- 
vided to  the  Federal  Government  and  for  deficiencies  in  the  Dis- 
trict's tax  base  as  a  result  of  federally  imposed  limitations  on  its 
ability  to  raise  certain  tax  revenues.  Under  the  Home  Rule  Act,  the 
District  is  required  to  submit  balanced  budgets. 

The  District's  multiyear  projections  show  a  long-term  financial 
crisis  with  a  growing  gap  between  revenues  and  expenditures  in- 
creasing to  approximately  $742  million  by  the  year  2000.  The  Dis- 
trict also  faces  continual  short-term  financial  crises.  Because  we 
are  going  to  be  dealing  with  a  number  of  figures  and  numbers,  we 
thought  that  it  would  help  if  we  demonstrated  some  of  the  numbers 
and  illustrated  them  on  charts  so  that  I  will  refer  you  to  the  charts 
that  are  in  the  written  statement;  but  also,  Mike  Fischetti  will  help 
you  through  some  of  the  charts  that  we  have  here,  up  front. 

Although  the  District  received  $331  million  in  proceeds  from  gen- 
eral obligation  bonds  in  1991  to  help  relieve  its  cash  shortfall,  the 
city's  cash  position  has  declined  by  $200  million  since  then  and  the 
District  projected  a  continued  casn  decline.  The  District's  forecasts 
for  1994  and  1995  show  positive  cash  balances  through  the  end  of 
fiscal  year  1995.  A  number  of  factors,  however,  could  impact  the 
achievability  of  these  forecasts. 

These  recent  forecasts  anticipate  deferrals  of  certain  items.  They 
include  optimistic  assumptions  and  they  utilize  short-term  borrow- 
ings to  meet  expected  cash  shortages.  As  a  result  of  these  factors, 
the  District  could  be  in  a  position  that  it  would  be  required  to  bor- 
row from  the  U.S.  Treasury  by  the  end  of  1995. 

This  chart  shows  the  District's  estimated  cash  balances  would 
dip  to  $65  million  by  September  1995,  assuming  it  could  defer  a 
$74  million  pension  payment  until  1996. 

However,  on  June  7,  the  District  announced  an  agreement  with 
the  D.C.  Retirement  Board  to  make  all  payments  when  due  in  1995 
and  to  pay  certain  additional  costs  incurred  for  interest  foregone 
that  resulted  from  pension  deferrals.  However,  the  $74  million  pay- 
ment, by  itself,  exceeds  the  cash  projected  to  be  available  on  Sep- 
tember 30  by  more  than  $9  million,  not  to  mention  additional  costs 
and  interest  foregone  that  the  District  has  also  agreed  to  pay. 

District  officials  stated  that  they  have  not  yet  developed  the  ac- 
tion plans  to  produce  the  cash  necessary  to  implement  this  agree- 
ment. Furthermore,  the  District's  estimated  cash  balances  for  fiscal 
year  1994  and  its  actual  cash  balances  for  fiscal  years  1991 
through  1993  may  have  been  significantly  lower  if  items  were  paid 
when  due.  This  chart  illustrates  the  cash  balances  and  the  restated 
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cash  balances,  assuming  that  payments  were  made  when  due  and 
that  no  new  cash  was  generated. 

It  should  be  noted  that  if  payments  were  made  when  due,  the 
balances  would  dip  below  zero  in  1993  to  $31  million,  and  to  a  neg- 
ative $58  million  and  a  negative  $9  million  for  1994  and  1995. 

The  Chairman.  I  am  having  a  little  trouble.  I  brought  the  wrong 
glasses  for  these  charts.  I  can  make  that  out,  what  you  are  showing 
me  is  that  last  year  there  was  a  $31  million  shortfall.  Is  that  what 
you  are  trying  to  tell  me? 

Mr.  Hill.  No.  Last  year,  if  they  had  made  all  of  those  payments 
when  due,  there  would  have  been  a  $31  million  shortfall  though 
they  deferred  some  payments  at  the  end  of  the  fiscal  year. 

The  Chairman.  But  then  it  seems  to  be  improving  by  1995? 

Mr.  Hill.  Yes,  they  had  forecast  that  in  1994,  if  they  were  going 
to  make  all  the  payments  when  due,  they  would  be  at  a  negative 
$58  million. 

The  Chairman.  (Jetting  whole  by  the  end  of  1995. 

Mr.  Hill.  Getting  closer  by  the  end  of  1995.  That  is  right.  This 
chart  is  on  page  6  of  the  written  statement. 

The  Chairman.  Yes,  I  just  got  the  bigger  one  typed.  Thank  you. 

Mr.  Hill.  The  District  prepares  its  cash  forecast  using  annual 
budget  as  the  basis.  Past  experience  indicates  that  the  District's 
annual  revenues  and  expenditures  often  differ  significantly  from 
budgeted  amounts,  and  budgets  under  congressional  consideration 
do  not  really  consider  all  expenditures. 

We  have  a  chart  here  for  1994  cash  flow.  It  is  the  same  chart 
that  is  on  page  19  of  the  written  statement,  if  you  want  to  follow 
along. 

The  impact  of  optimistic  budget  estimates  on  the  cash  forecast 
will  be  illustrated  by  looking  at  the  Medicaid  line.  For  the  first  6 
months  of  1994,  the  District  budgeted  approximately  $51  million 
per  month.  Actual  Medicaid  payments  averaged  about  $55  million 
per  month.  Consequently,  actual  payments  exceeded  the  estimated 
payments  by  $24  million  over  that  6-month  period. 

District  officials  maintained  that  they  would  not  exceed  the  total 
Medicaid  budget  for  the  fiscal  year.  As  a  result,  in  their  revised 
cash  forecast,  Medicaid  expenditures  for  the  final  6  months  of  fiscal 
year  1994  were  estimated  to  average  only  $41  million,  $10  million 
less  per  month  than  the  first  6  months. 

April  1994  actual  Medicaid  disbursements  were  approximately 
$54  million.  Consequently,  the  District's  forecasted  cash  balances 
for  fiscal  year  1994  may  be  overstated  due  to  Medicaid  expenses  by 
a  net  of  about  $30  million. 

On  June  27,  the  District  released  another  update  of  its  1994  cash 
forecast,  which  increased  the  estimated  cash  payments  for  Medic- 
aid by  approximately  $10  million  per  month  for  the  last  6  months 
of  1994.  The  net  increase  in  Medicaid  expenditures  of  about  $30 
million  was  offset  by  reductions  in  miscellaneous  disbursements  for 
unspecified  decreases  in  other  budgeted  expenditures.  As  a  result, 
the  ending  cash  balance  did  not  change  from  the  previous  forecast. 

Because  of  revenue  shortfalls  and  overexpenditures,  the  District 
in  recent  years  has  had  to  increase  revenues  from  local  sources,  ob- 
tain an  increased  Federal  payment,  or  use  other  measures  to  bal- 
ance its  budgets.  These  measures,  which  amounted  to  an  additional 
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budgetary  authority  of  about  $225  million,  have  included  transfer- 
ring monies  from  the  water  and  sewer  fund,  not  recording  the 
Washington  Metropolitan  Area  Transit  Authority  payment  when 
due  against  appropriated  expenditures,  and  changing  the  property 
tax  year. 

Let  me  talk  you  through  the  impact  of  the  largest  item,  the 
change  in  the  property  tax  year.  In  fiscal  year  1993,  the  District 
changed  the  legal  definition  of  "property  tax  year."  This  change  re- 
sulted in  a  $174  million  increase  in  the  1993  budget  revenue.  Be- 
fore the  change,  the  $174  million  would  have  been  recorded  as  fis- 
cal year  1994  revenue.  This  tax  year  change  did  not  generate  any 
additional  cash  during  fiscal  year  1993,  even  though  budgeted  reve- 
nue and  spending  authority  were  increased  by  this  amount. 

Because  the  Federal  payment  to  the  District  is  based  on  a  per- 
centage of  local  revenues  from  the  second  preceding  fiscal  year,  the 
fiscal  year  1995  Federal  payment  authorization  may  be  increased 
by  approximately  $41  million  under  the  Federal  payment  formula. 

We  have  a  chart  here. . 

One  other  thing  that  happened  as  a  result  of  this  change,  I  want- 
ed to  make  clear  to  you:  Before  the  change,  property  owners  at  the 
sale  of  their  property  could  expect  to  receive  a  credit  for  prepaid 
property  taxes  and  recoup  this  money  during  the  closing  process. 
After  the  change,  anyone  selling  their  house  would  not  be  entitled 
to  this  credit  since  taxes  are  now  considered  in  arrears.  The  Dis- 
trict doubled  the  property  tax  rate  for  the  3  months,  July  through 
September  1993. 

In  addition,  the  1994  supplemental  and  1995  budgeted  expendi- 
tures do  not  consistently  reflect  historical  and  projected  trends. 
Budgets  for  many  programs  are  lower  than  past  actual  expendi- 
tures, as  well  as  future  projections.  The  District  officials  maintain 
that  certain  short-term  actions  will  be  taken  to  reduce  the  1994 
and  1995  expenditures;  however,  such  actions  may  not  be  achiev- 
able. 

We  have  a  chart  here  on  corrections,  which  is  also  on  page  11 
of  the  written  statement.  As  illustrated  on  this  chart,  the  1995 
budget  for  the  Department  of  Corrections  projected  that  expendi- 
tures would  decline  by  6  percent.  These  figures  were  based  on  as- 
sumed savings  from  privatization  of  various  functions,  including 
food  service  and  reductions  in  the  cost  of  housing  prisoners  in  non- 
District  facilities.  While  the  budget  estimates  that  310  prisoners 
will  reside  in  such  facilities,  it  does  not  include  the  funds  to  pay 
for  this  service. 

The  original  fiscal  year  1994  budget  also  assumed  similar  short- 
term  savings  which  were  not  achieved.  Subsequently,  over  $9.5 
million  in  expenses  were  added  to  the  fiscal  year  1994  supple- 
mental budget. 

Mr.  Chairman,  this  is  only  the  first  product  of  our  response  to 
your  request.  We  look  forward  to  working  with  you  and  your  staff 
on  the  other  long-term  issues  you  have  requested. 

We  would  be  happy  to  answer  any  questions  that  you  or  any 
other  members  of  the  committee  may  have  at  this  time. 

[The  prepared  statement  of  John  W.  Hill,  Jr.  follows:] 
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Mr.  Chairman  and  Members  of  the  Committee: 

We  are  pleased  to  be  here  today  to  discuss  the  results  of  our 
review  of  the  finances  of  the  District  of  Columbia,  the 
calculation  of  the  authorized  federal  payment  to  the  District  of 
Columbia  for  fiscal  year  1995,  and  our  comments  on  H.R.  2902 
amending  the  District  of  Columbia  Self -Government  and  Government 
Reorganization  Act  (Home  Rule  Act).   Our  review  of  the  District's 
finances  was  prompted  by  a  request  to  us  and  the  Congressional 
Budget  Office  (CBO)  from  you  and  the  Chairman  of  the  Subcommittee 
on  the  District  of  Columbia  House  Committee  on  Appropriations. 
Working  cooperatively  with  CBO,  we  issued  our  report  Financial 
Status;   District  of  Columbia  Finances  (GAO/AIMD/GGD-94-172BR, 
June  22,  1994).   Our  review  of  the  federal  payment  formula 
calculation  is  required  by  The  District  of  Columbia  Budgetary 
Efficiency  Act  of  1991  (Public  Law  102-102)  and  the  results  of 
that  review  are  included  in  our  report  (GAO/AIMD-94-139,  July  11, 
1994).   We  will  highlight  some  of  the  more  significant  findings 
from  these  reports . 

BACKGROUND 

The  District  of  Columbia  is  a  unique  entity,  being  the  only 
governmental  unit  with  responsibilities  for  state  and  county,  as 
well  as  city,  functions.   As  such,  it  provides  a  variety  of 
services  and  programs  for  its  residents  and  visitors,  including 
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police  and  fire  protection,  local  transportation,  Medicaid, 
hospital  care,  sanitation,  employment  assistance,  education,  and 
housing.   The  District  currently  provides  these  services 
primarily  from  a  $3.4  billion  budget  that  was  appropriated  from 
the  District's  general  fund  by  the  Congress.   Approximately  80 
percent  of  the  revenue  financing  the  annual  appropriation  comes 
from  income  taxes,  property  taxes,  sales  taxes,  and  other  local 
sources  of  revenue.  In  addition,  the  District  expects  to  receive 
approximately  $750  million  in  federal  grants,  as  well  as 
reimbursements  for  services  that  are  not  included  in  amounts 
annually  appropriated.   The  District  also  receives  an  annual 
federal  payment  intended  to  compensate  the  District  for 
nonreimbursed  services  provided  to  the  federal  government  and  for 
deficiencies  in  the  District's  tax  base  resulting  from  federally 
imposed  limitations  on  the  District's  ability  to  raise  certain 
tax  revenues . 

The  formula  for  calculating  the  amount  authorized  for 
appropriation  as  the  annual  federal  payment  to  the  District  is 
provided  in  legislation.^  The  authorized  federal  payment  for 
fiscal  years  1993,  1994,  and  1995  is  24  percent  of  the  District 
of  Columbia  local  revenues  of  the  second  preceding  fiscal  year. 
For  example,  the  1995  authorized  payment  is  24  percent  of  the 
District's  fiscal  year  1993  revenues.   The  act  defines  local 


^District  of  Columbia  Self -Government  and  Governmental 
Reorganization  Act,  as  amended  by  District  of  Columbia  Budgetary 
Efficiency  Act  of  1991,  Public  Law  102-102,  August  17,  1991. 
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revenues  as  the  independently  audited  revenues  of  the  District 
that  are  derived  from  sources  other  than  the  federal  government 
during  the  year,  as  reviewed  by  the  Comptroller  General  under 
section  715(e)  of  Title  31,  United  States  Code. 

The  District  of  Columbia  Self -Government  and  Governmental 
Reorganization  Act  (Home  Rule  Act),  Public  Law  93-198,  confers 
limited  autonomy  to  the  District  and  provides  for  congressional 
oversight.   For  example,  the  act  requires  the  District  to  submit 
balanced  budgets  to  the  Congress  and  precludes  the  District  from 
obligating  or  expending  funds  unless  approved  by  the  Congress. 
The  District  annually  prepares  budgets  that  Include  appropriated 
general  fund  revenues  and  expenditures,  a  capital  projects  plan 
for  the  next  5  years,  and  a  long-term  financial  plan. 

District  officials  note  that,  in  recent  years,  the  District  has 
not  only  been  Impacted  by  a  sluggish  economy,  but  its  financial 
situation  has  been  aggravated  by  the  migration  of  a  significant 
number  of  middle  class  taxpayers  to  the  suburbs,  leaving  behind  a 
greater  percentage  of  residents  who  are  most  in  need  of 
government  assistance. 
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DISTRICT'S  PROJECTED  CASH 
POSITION  IS  TENUOUS 

The  District  is  faced  with  both  unresolved  long-term  financial 
issues  and  continual  short-term  financial  crises.   Although  the 
District  received  $331  million  in  proceeds  from  general 
obligation  bonds  in  1991  to  help  relieve  its  cash  shortfall,  the 
city's  cash  position  has  declined  by  nearly  $200  million  since 
then,  and  the  District  is  estimating  that  its  cash  balances  will 
continue  to  decline. 

The  District's  forecasted  cash  balances  for  fiscal  years  1994  and 
1995  show  positive  cash  balances  through  the  end  of  fiscal  year 

1995.  (See  attachments  I  and  II  for  a  schedule  of  the  District's 
actual  or  forecasted  cash  balances.)   However,  a  number  of 
factors  could  impact  these  cash  balances.   Specifically,  the 
District's  recent  forecasts  do  not  include  payment  of  certain 
items  when  due  (deferrals),  include  optimistic  assumptions,  and 
utilize  growing  short-term  borrowing  to  meet  expected  cash 
shortages.   As  a  result  of  all  these  factors,  the  District  could 
be  required  to  borrow  from  the  U.S.  Treasury  by  fiscal  year  1995. 

The  District  estimated  its  cash  balance  would  dip  to  $65  million 
by  September  30,  1995.   This  estimate  assumed  deferring  a  $74 
million  pension  payment  in  fiscal  year  1995  until  fiscal  year 

1996.  However,  on  June  7,  1994,  the  District  announced  an 
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agreement  with  the  D.C.  Retirement  Board  to  make  all  payments 
when  due  in  fiscal  year  1995  and  pay  certain  additional  costs 
incurred  or  interest  foregone  as  a  result  of  deferring  fiscal 
year  1994  pension  payments.   However,  the  pension  payment  the 
District  agreed  to  make  in  fiscal  year  1995  exceeds  the  cash 
projected  to  be  available  at  September  30,  1995,  by  more  than 
$9  million,  not  including  additional  costs  and  interest  foregone 
that  the  District  has  agreed  to  pay.   As  of  July  12,  1994, 
District  officials  stated  they  had  not  developed  action  plans  to 
produce  the  cash  necessary  to  implement  this  agreement. 

Furthermore,  the  District's  estimated  cash  balance  for  fiscal 
year  1994  and  its  actual  cash  balances  for  fiscal  years  1991 
through  1993  may  have  been  significantly  lower  had  the  District 
not  deferred  or  anticipated  deferring  certain  payments.   Figure  1 
illustrates  actual  or  forecasted  cash  balances  and  restated  cash 
balances  assuming  that  payments  were  made  when  due  and  that  no 
new  cash  was  generated.   District  officials  have  stated  that  it 
is  their  policy  to  generally  pay  amounts  when  they  are  due. 
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The  District  prepares  its  forecasted  cash  balances  using  Its 
annual  budget  as  the  basis.   The  budgeted  revenues  and 
expenditures  are  then  adjusted  to  reflect  the  District's  estimate 
of  when  revenues  will  be  received  in  cash  and  checks  written  for 
expenditures.   Forecasted  cash  balances  can  be  overstated  If 
budget  amounts  are  unrealistic  or  the  timing  of  receipts  and 
disbursements  does  not  correspond  to  estimates.   As  discussed 
later,  past  experience  Indicates  that  the  District's  actual 
revenues  and  expenditures  often  differ  significantly  from 
budgeted  amounts  and  budgets  under  current  congressional 
consideration  do  not  reflect  all  expenditures. 
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The  impact  of  optimistic  budget  estimates  on  the  cash  forecast 
can  be  illustrated  by  looking  at  Medicaid  expenses.   For  the 
first  6  months  of  fiscal  year  1994,  the  District  budgeted  for 
Medicaid  payments  of  approximately  $51  million  per  month,  while 
actual  Medicaid  payments  averaged  approximately  $55  million  per 
month.   Consequently,  actual  payments  exceeded  the  original 
estimated  payments  by  $23.8  million  over  the  6  months.   District 
officials  maintained  that  they  would  not  exceed  the  total 
Medicaid  budget  for  the  fiscal  year.   As  a  result,  in  a  revised 
cash  forecast,  Medicaid  expenditures  for  the  final  6  months  of 
fiscal  year  1994  were  estimated  to  average  only  $41  mlllion--more 
than  $10  million  less  per  month  than  the  first  6  months. 
However,  April  1994  actual  Medicaid  disbursements  were 
approximately  $54  million.   Consequently,  the  District's 
forecasted  cash  balance  for  fiscal  year  1994  may  be  overstated 
due  to  Medicaid  expenses  by  as  much  as  $30  million  ($60  million 
less  $30  million  in  federal  reimbursements). 

On  June  27,  1994,  the  District  released  another  update  of  its 
1994  cash  forecast  which  increased  the  District's  estimated  cash 
payments  for  Medicaid  by  approximately  $10  million  per  month  for 
the  remaining  months  of  1994.   This  increased  Medicaid 
expenditure  was  offset  by  reductions  in  miscellaneous 
disbursements  for  unspecified  decreases  in  other  budgeted 
expenditures.   As  a  result,  the  ending  cash  balance  did  not 
change  from  the  previous  forecast. 
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In  addition  to  deferrals  and  optimistic  assumptions,  the 
District's  cash  balances  throughout  the  year  assume  the  District 
will  be  able  to  borrow  to  meet  short-term  cash  needs.   These 
short-term  borrowings  generally  consist  of  those  borrowings  the 
District  expects  to  receive  and  repay  within  the  same  fiscal 
year.   The  District's  forecasted  cash  balances  for  fiscal  years 
1994  and  1995  Include  $200  million  and  $250  million  of 
borrowings,  respectively,  which  are  to  be  repaid  before  fiscal 
year  end.   The  District's  ability  to  borrow  short-term  from  the 
securities  market  beyond  the  current  fiscal  year  is  limited  to  2 
percent  of  its  appropriation,  or  approximately  $70  million  in 
fiscal  year  1994. 

DISTRICT'S  BUDGETS  HAVE 
BEEN  OPTIMISTIC 

Past  District  budgets  have  overestimated  revenues  and 
underestimated  expenses.   This  trend  is  continuing  since  the 
budgets  under  current  congressional  consideration  do  not  Include 
some  probable  costs  and  do  Include  revenues  which  are  uncertain. 

Because  of  revenue  shortfalls  and  overexpenditures,  the  District, 
in  recent  years,  has  had  to  increase  revenues  from  local  sources, 
obtain  an  Increased  federal  payment,  or  use  other  measures  to 
balance  its  budgets.   These  other  measures,  which  amounted  to 
additional  budgetary  authority  of  $225  million,  have  Included 
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transferring  funds  from  the  Water  and  Sewer  Fund,  not  recording  a 
Washington  Metropolitan  Area  Transit  Authority  payment  when  due 
against  appropriated  expenditures,  and  changing  the  real  property 
tax  year. 

For  instance,  in  fiscal  year  1993  the  District  changed  the  legal 
definition  of  the  property  tax  year.   This  change  and  related 
changes  resulted  in  counting  approximately  $174  million  of  tax 
collected  as  an  increase  to  fiscal  year  1993  budget  revenue. 
Before  the  change,  the  $174  million  would  have  been  recorded  as 
fiscal  year  1994  revenue.   This  tax  year  change  did  not  generate 
any  additional  cash  during  fiscal  year  1993,  but  budgeted  revenue 
and  spending  authority  were  increased  by  this  amount.   (This 
change  is  depicted  in  a  figure  in  Attachment  III.)   Also,  because 
the  federal  payment  to  the  District  is  based  upon  a  percentage  of 
District  revenues  from  local  sources  from  the  second  preceding 
fiscal  year,  the  fiscal  year  1995  federal  payment  authorization 
may  be  increased  by  approximately  $41  million  under  the  payment 
formula. 

Furthermore,  supplemental  budgets  to  address  insufficient  funding 
of  District  services  and  programs  have  not  included  shortfalls  of 
the  D.C.  General  Hospital,  which  is  subsidized  by  the  general 
fund.   As  of  September  30,  1993,  the  hospital's  cumulative 
results  of  operations  was  a  $109  million  deficit.   The  District's 
fiscal  year  1994  supplemental  budget  request  estimated  that  the 
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hospital's  deficit  would  increase  by  $15  million  during  fiscal 
year  1994;  however,  no  additional  funds  were  requested  for  the 
Hospital.   By  not  recognizing  these  shortfalls  in  its 
supplemental  budgets,  the  District  overstated  the  amount  of 
resources  available  to  use  for  other  programs. 

In  addition,  the  fiscal  year  1994  supplemental  and  fiscal  year 
1995  budgeted  expenditures  do  not  consistently  reflect  historical 
and  projected  trends.   Specifically,  the  fiscal  year  1994  and 
1995  budgets  for  many  programs  are  lower  than  past  actual 
expenses,  as  well  as  future  projections.   District  officials 
maintain  that  certain  short-term  actions  will  be  taken  to  reduce 
the  fiscal  year  1994  and  1995  expenditures.   However,  such 
actions  may  not  be  achievable. 
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Rgura  2:  Oapartnwnt  of  Corractlona  total  axpoRMS 
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For  example,  as  Illustrated  in  figure  2  above,  the  fiscal  year 
1995  budget  for  the  Department  of  Corrections  projected  that 
expenditures  would  decline  by  6  percent.   These  figures  were 
based  on  assumed  savings  from  privatization  of  various  functions, 
including  food  services,  and  reductions  in  the  cost  of  housing 
prisoners  in  non  District  facilities.   While  the  budget  estimates 
that  310  prisoners  will  reside  in  such  facilities,  it  does  not 
include  funds  to  pay  for  this  service.   The  original  fiscal  year 
1994  budget  also  assumed  similar  short-term  savings,  which  were 
not  achieved.   Subsequently,  over  $9.5  million  in  expenses  were 
added  to  the  fiscal  year  1994  supplemental  budget. 
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Another  concern  is  that  the  District's  fiscal  year  1995  budget 
and  long-term  financial  plan  projections  may  be  incomplete.   The 
District's  multiyear  projections  show  the  long-term  financial 
crisis  with  a  growing  shortfall  between  expected  revenues  and 
expenditures  increasing  to  $742  million  by  fiscal  year  2000. 
While  these  estimates  appear  reasonable  under  current  spending 
and  revenue  policy,  policy  changes  could  occur,  which  may  reduce 
or  increase  this  imbalance.   These  multiyear  projections  do  not 
Include  deficits  from  enterprise  funds  such  as  the  Water  and 
Sewer  Fund  and  D.C.  General  Hospital.   In  addition,  the  multiyear 
projections  and  1995  budget  may  not  reflect  all  operating  costs 
necessary  to  comply  with  court  orders  or  consent  decrees .   For 
example,  the  documents  do  not  include  fines,  imposed  subsequent 
to  the  fiscal  year  1995  budget  submission,  of  over  $21  million 
annually  resulting  from  the  District's  failure  to  reduce 
overcrowding  in  juvenile  facilities. 

Finally,  the  District's  fiscal  year  1994-2000  capital  budget  does 
not  include  amounts  for  many  already  authorized  projects  or  for 
projects  that  are  likely  to  be  needed.   For  example,  the  capital 
budget  does  not  include  most  of  the  nearly  $1  billion  that  will 
be  required  for  improvements  to  water  and  sewer  plants  and  D.C. 
Public  School  buildings.   District  officials  said  that  all 
projects  were  not  included  because  of  statutory  limitations  on 
the  total  amount  of  District  indebtedness  and  a  self-imposed 
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limitation  on  annual  indebtedness  that  restricts  financing  of 
such  projects.   Moreover,  in  the  longer  term,  the  District  must 
address  the  $4.4  billion  in  unfunded  pension  liabilities. 

GAP  REVIEW  OF  ANNUAL  SCHEDULE 
OF  LOCAL  REVENUES 

Public  Law  102-102  amended  the  District  of  Columbia  Self- 
Government  and  Governmental  Reorganization  Act  to  establish  a 
predictable  and  equitable  method  for  determining  the  amount  of 
the  annual  federal  payment  to  the  District.   However,  in  the 
first  year  of  implementation,  there  was  discussion  over  the 
proper  application  of  the  formula-authorized  federal  payment  to 
the  District.   The  discussion  centered  primarily  on  what  amounts 
should  be  included  in  the  base;  that  is,  whether  the  base  should 
include  all  local  source  revenues  raised  by  the  District 
(general,  enterprise,  and  trust  funds)  or  only  general  fund 
revenues,  which  would  result  in  a  much  lower  authorized  payment. 
To  resolve  this  matter,  the  former  Chairman  and  Ranking 
Republican  Member  of  this  committee  stated  in  letters  to  the 
Subcommittee  on  the  District  of  Columbia,  Committee  on 
Appropriations,  dated  June  22,  1992,  that  the  base  amount  should 
be  the  general  fund  revenues  with  certain  adjustments  and 
including  certain  lottery  receipts.   An  exhibit  directing  the 
District  to  submit  the  report  of  local  revenue  in  a  prescribed 
format  was  included  in  the  House  and  Senate  reports  on  the 
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District's  fiscal  year  1993  appropriation.   Since  enactment  of 
Public  Law  102-102,  we  have  received  letters  annually  from  the 
Mayor  that  include  a  schedule  detailing  local  revenues.   The 
schedules  provided  by  the  Mayor  were  based  on  a  broader 
interpretation  of  the  definition  of  local  revenues  than  included 
in  the  committee's  directive. 

We  have  reviewed  and  reported  on  the  annual  schedule  of  local 
revenues  as  provided  to  us  by  the  Mayor  of  the  District  of 
Columbia  for  each  of  the  fiscal  years  1991,  1992,  and  1993.' 
Our  report  on  the  schedule  of  local  revenues  for  fiscal  year  1993 
to  this  Committee  and  the  Subcommittee  on  General  Services, 
Federalism  and  the  District  of  Columbia  of  the  Senate  Committee 
on  Governmental  Affairs  has  recently  been  issued.   The  principal 
findings  are  discussed  below. 

The  District  of  Columbia  government  contracted  with  an 
independent  certified  public  accounting  firm  to  audit  its  fiscal 
year  1993  financial  statements,  however,  the  District's  financial 
statements  for  the  year  ended  September  30,  1993,  did  not  include 
a  breakdown  of  its  revenues  as  required.   On  February  23,  1994, 
we  received  a  letter  from  the  Mayor  of  the  District  of  Columbia, 
which  presented  total  local  revenues  of  $2,929,117,000  for  fiscal 
year  1993.   The  Mayor's  letter,  however,  was  unaudited  and  did 


'GAO/AFMD-92-50,  May  2,  1992;  GAO/AFMD-93-88,  June  14,  1993;  and 
GAO/AIMD-94-139,  July  11,  1994. 
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not  compute  the  amount  of  local  revenue  in  accordance  with  the 
committees'  directive.   On  May  2,  1994,  we  received  from  the 
District  Controller  an  audited  schedule  of  local  revenue  for 
fiscal  year  1993,  adjusting  the  amount  in  the  Mayor's  letter  to 
$2,892,231,000.   The  audited  schedule  also  did  not  conform  to  the 
committees'  directive.   If  the  directive  had  been  followed,  the 
amount  of  total  local  revenues  would  have  been  $2,797,801,000. 
This  amount  includes  $173  million  in  increased  revenues  that  are 
associated  with  the  property  tax  year  change  and  results  in  an 
approximately  $41  million  increase  in  the  authorized  federal 
payment  as  discussed  earlier  in  our  testimony. 

In  the  auditors'  opinion,  the  District  of  Columbia's  Schedule  of 
Revenues  and  Nonoperating  Revenues  for  the  year  ended 
September  30,  1993,  is  fairly  presented  in  accordance  with 
generally  accepted  accounting  principles  in  relation  to  the 
District's  financial  statements  for  the  year  ended 
September  30,  1993.   Our  review  found  nothing  to  indicate  that 
the  auditors'  opinion  was  inappropriate  or  unreliable. 

The  major  difference  between  the  local  revenue  amount  presented 
in  the  audited  schedule  and  the  amount  determined  under  the 
committees'  directive  is  that  the  audited  schedule  includes  local 
nonappropriated  revenues,  such  as  food  sales  at  district  public 
schools,  rents  from  district  properties,  and  sales  of 
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correctional  institution  products,  whereas  the  directive  excludes 
all  nonappropriated  revenues. 

On  September  9,  1993,  Delegate  Eleanor  Holmes  Norton  requested 
that  we  review  the  District's  fiscal  year  1992  nonappropriated 
revenue  categories.   As  noted  in  our  January  31,  1994,  letter  to 
Delegate  Norton,^  our  review  of  the  categories  indicated  that 
the  local  source  revenue  in  the  nonappropriated  categories  is 
similar  to  other  local  source  revenues  that  have  been  included  in 
the  computation  of  the  authorization  amount. 

PROPOSAL  TO  AMEND  THE  DISTRICT  OF  COLUMBIA  SELF-GOVERNMENT 
AND  GOVERNMENTAL  REORGANIZATION  ACT 

H.R.  2902  would  amend  the  federal  payment  formula  in  several 
important  ways,  namely,  it  would:  (1)  change  the  applicable 
percentage  annually  by  increasing  it  1  percent  per  year  over  the 
next  5  years  to  a  maximum  amount  of  30  percent  annually,  (2) 
modify  the  basis  of  revenue  to  an  adjusted  amount  of  General  Fund 
revenue  only,  and  (3)  require  that  the  amount  authorized  to  be 
appropriated  as  the  annual  federal  payment  to  the  District  for  a 
fiscal  year  can  not  be  less  than  an  amount  equal  to  the  average 
of  the  annual  federal  payments  made  to  the  District  during  the 
preceding  3  fiscal  years. 


'Letter  to  Delegate  Eleanor  Holmes  Norton  (GAO/AIMD-94-71R,  January 
31,  1994). 
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with  respect  to  the  change  in  the  applicable  annual  percentage, 
it  appears  that  attaining  the  30  percent  maximum,  over  a  period 
of  5  years,  would  agree  with  the  original  Rivlin  Commission 
recommendation  made  in  1991.   This  change  in  the  applicable 
percentage,  along  with  the  other  proposed  changes  in  the 
amendment,  will  have  the  effect  of  increasing  the  authorized 
amount  of  the  federal  payment  to  an  amount  greater  than 
historical  trends  would  indicate.   Assuming  that  local  revenues 
do  not  decline,  the  change  in  the  base  of  revenue  to  which  the 
percentage  would  be  applied  will  likewise  increase  the  federal 
payment  authorization  amount  since  it  would  include  certain 
nonappropriated  revenues  which  have  not  historically  been 
considered  in  the  formula  payment  base  calculation. 

At  a  March  31,  1993  hearing,*  we  commented  on  a  proposal  to 
require  that  the  authorized  appropriation  for  the  federal  payment 
not  be  less  than  the  previous  fiscal  year.   In  that  testimony  we 
note  that  in  a  letter  dated  June  22,  1992,  to  the  Subcommittee  on 
the  District  of  Columbia  of  the  House  Committee  on 
Appropriations,  the  Ranking  Republican  Member,  House  Committee  on 
the  District  of  Columbia  stated  that  "throughout  the  legislative 
process,  city  officials  were  warned  that  setting  the  payment  on  a 
percentage  of  revenue  included  the  risk  of  a  reduction  in  the 
federal  payment  if  revenues  declined."  This  statement  indicates 


*March  31,  1993,  hearing  before  the  Subcommittees  on  Judiciary 
and  Education  and  on  Fiscal  Affairs  and  Health,  Committee  of  the 
District  of  Columbia,  House  of  Representatives. 
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that  the  authorizing  committee  had  considered  the  possibility 
that  the  federal  payment  would  and  could  be  reduced.   H.R.  2902 
reflects  a  reconsideration  of  this  issue.   At  that  time,  we 
suggested  that  if  the  intent  of  the  proposal  was  to  minimize  the 
impact  of  the  reduction  in  the  federal  payment  in  times  when 
local  revenues  are  decreasing,  consideration  should  be  given  to 
averaging  local  revenues  over  some  period  of  time. 

H.R.  2902  requires  an  authorization  amount  of  the  federal  payment 
to  be  not  less  than  the  average  of  the  amounts  paid  to  the 
District  during  the  preceding  three  fiscal  years.   This  provision 
would  cushion  the  effect  of  any  large  downward  swings  in  local 
revenue  that  otherwise  would  cause  large  reductions  in  the  size 
of  the  authorized  federal  payment.   This  would  minimize  the  risk 
of  an  immediate  large  reduction  in  the  authorized  federal  payment 
in  times  when  General  Fund  revenues  are  decreasing. 


Mr.  Chairman,  I  would  be  happy  to  answer  any  questions  you  or 
Members  of  the  Committee  may  have  at  this  time. 
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Attachment  1: 

Consolidated  Cash  Flow  Statement  for  Fiscal  Year  1994 
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Attachment  2 : 

Consolidated  Cash  Flow  Statement  for  Fiscal  Year  1995 
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Attachment  3: 

Change  In  the  Real  Property  Tax  Year 
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The  Chairman.  Thank  you. 

I  want  to  get  to  one  question.  I  recall  our  discussion  in  reviewing 
these  numbers  some  time  back.  I  think  I  recall  your  answer,  but 
I  am  still  not  sure  that  there  is  anything  more  than  a  subjective 
answer.  The  question  is,  do  you  think  that  increasing  the  revenue 
to  the  District  would  be  a  solution  to  their  budget  and  cash  crisis? 

I  recall  you  said,  no,  but  I  would  like  you  to  elaborate  on  that 
and  go  through  that  with  the  committee,  because  that  is,  of  course, 
one  of  the  suggestions  that  we  could  just  solve  this  problem  by  put- 
ting more  money  in.  Why  don't  you  go  ahead  and  explain  that? 

Mr.  Hill.  I  will  try  to  make  sure  that  I  give  you  the  same  an- 
swer that  I  gave  you  before,  Mr.  Chairman. 

The  Chairman.  I  may  not  understand  it  a  second  time. 

Mr.  Hill.  In  terms  of  answering  that  question,  we  looked  at 
what  happened  as  a  result  of  the  increase  in  revenue  from  $174 
million  in  the  property  tax  change.  In  the  property  tax  change, 
they  had  an  increase  in  revenue  of  $174  million,  but  what  hap- 
pened was,  there  was  really  a  decrease  in  the  cash  because  that  al- 
lowed them  to  spend  up  to  a  level  that  was  much  greater  than  the 
cash  that  that  revenue  produced;  so  we  said  that  it  is  not  nec- 
essarily true  that  increasing  revenue  will  also  result  in  a  better 
cash  position.  It  really  depends  on  the  type  of  revenue  that  they 
get  and  how  that  revenue  is  actually  spent. 

We  did  say  that  you  can't  just  look  at  the  revenue  side  of  the 
equation,  that  you  must  also  look  at  the  expense  side  and  decide 
whether  or  not  you  are  getting  everything  that  you  want  to  get  in 
terms  of  results  from  the  expenditure  side  as  well. 

So  I  think  that  there  has  to  be  a  comprehensive  look  not  only  at 
additional  revenue  sources,  but  also  at  the  expense  side  to  make 
sure  that  any  additional  dollars  that  are  being  given,  are  being 
used  and  getting  the  best  result  that  they  possibly  can  get. 

The  Chairman.  Does  the  District  have  the  same  problem  that  we 
run  into,  in  that  many  of  our  expenditures  are  not  discretionary? 
I  mean.  Congress  doesn't  do  the  best  job  in  the  whole  world  of  bal- 
ancing its  budget.  But,  indeed,  very  little  of  what  we  control  is  dis- 
cretionary. We  have  got  to  pay  the  interest  on  our  debt.  We  have 
entitlements  for  a  variety  of  promised  benefits  to  seniors  and  to 
sick  people  or  people  who  have  health  insurance  that  we  are  not 
inclined  to  renege  on.  Therefore,  the  portion  of  what  we  have  to 
control  is  limited,  unless  we  wanted  to  make  some  very  serious 
changes  which  would  actually  take  real  legislative  reductions — re- 
duced salaries,  eliminate  departments,  things  like  that,  which  we 
have  been  very  reluctant  to  do.  Does  the  District  have  this  same 
problem? 

They  have  interest  to  pay  and  payments  to  make  and  pension  ob- 
ligations to  meet.  Maybe  you  can  even  give  me  an  idea  of  what  per- 
centage of  their  spending  is  discretionary.  Maybe  you  don't  know 
that. 

Mr.  Hill.  The  District's  percentage  of  nondiscretionarj'  spending 
is  very  high,  as  reported  by  the  District.  It  was  somewhere  in  the 
neighborhood  of  50  to  about  60  or  even  as  high  as  75  percent.  We 
have  not  looked  at  what  is  truly  discretionary  and  what  is  non- 
discretionary.  In  order  to  give  you  a  specific  answer  on  the  percent- 
ages, we  would  have  to  get  behind  some  of  the  numbers  in  a  little 
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bit  more  detail  than  we  did.  But  the  District  has  reported  that  they 
have  a  very  high  percentage  of  expenditures  that  are  nondiscretion- 
ary  types  of  expenditures. 

The  Chairman.  Could  I  just  rephrase  my  question  to  you,  then? 

Would  it  be  your  recommendation  to  this  committee — and  maybe 
I  shouldn't  say  "recommendation"  because  I  know  you  don't  like  to 
make  them;  but  is  what  you  are  saying,  that  in  the  absence  of 
budgetary  and  governance  changes,  in  the  absence  of  an  indication 
that  there  would  be  substantial  revenue  or  expenditure  reductions, 
that  just  increasing  revenue  on  our  part  would  not  solve  the  prob- 
lems and  that  the  problem  has  to  have  a  solution  on  both  sides? 

It  may  indeed  need  more  revenue,  but  you  can't  do  that  without 
a  definitive,  empirical  plan  for  reducing  projected  expenditures.  Is 
that  fair  restatement? 

Mr.  Hill.  That  is  a  fair  restatement. 

We  feel  that  any  solution  that  would  solve  the  District's  problems 
would  have  to  consider  both  the  revenue  side  as  well  as  the  ex- 
penditure side.  You  would  also  have  to  look  at  the  type  of  revenue 
because  there  are  some  sources  of  revenue,  like  the  $174  million, 
that  really  didn't  produce  anv  additional  cash  and  ended  up  really 
hurting  the  cash  position  of  the  District. 

The  Chairman.  Sort  of  like  depreciation;  it  is  a  noncash  state- 
ment on  the  sheet  and  they  can't  spend  it. 

Mr,  Hill,  Exactly.  That  is  because  the  District's  budget  is  on  an 
accrual  basis  or  modified  accrual  basis  and  the  Federal  Govern- 
ment would  generally  run  on  a  cash  basis. 

The  Chairman,  Thank  you. 

Mr,  Bliley. 

Mr,  Bliley.  Thank  you,  Mr.  Chairman. 

Mr.  Hill,  have  you  and  the  GAO  had  a  chance  to  review  the  D.C. 
Auditor's  recommendations  on  management  reforms? 

Mr.  Hill.  We  have  read  the  testimony  that  the  D.C.  Auditor  pre- 
sented to  the  Council.  We  have  not  reviewed  the  recommendations 
in  any  detail  to  determine  whether  or  not  each  one  of  the  rec- 
ommendations could  be  implemented,  or  anything  of  that  nature, 
but  we  have  looked  at  the  recommendations. 

Mr.  Bliley.  Is  the  District  spending  on  discretionary  items  rising 
at  the  same  rate  as  the  nondiscretionary  spending? 

Mr.  Hill.  We  haven't  looked  at  the  discretionary  versus  non- 
discretionary  spending  rises. 

Mr.  Bliley.  Okay,  Isn't  about  50  percent  of  the  total  District 
spending  on  personnel  costs? 

Mr.  Hill.  Yes. 

Mr.  Bliley.  Aren't  personnel  costs  discretionary?  I  mean,  in  pri- 
vate sector,  in  business,  you  have  to  make  budgetary  decisions. 
Sometimes  you  have  to  do  painful  things,  like  reduce  personnel. 

Mr.  Hill.  Well,  certainly  personnel  costs  at  some  level  would  be 
considered  discretionary.  The  thing  that  you  have  to  consider, 
though,  is  that  some  of  those  personnel  costs  are  needed 

Mr,  Bliley.  No  question  about  it, 

Mr.  Hill.  Some  of  those  personnel  costs  are  needed  on  programs 
that  are  not  discretionary  programs. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Ms.  Norton. 
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Ms.  Norton.  Thank  you,  Mr.  Chairman. 

Mr.  Hill,  as  you  are  aware,  the  District  has  over  the  last  few 
years  made  some  cuts  in  personnel  and  presumably  other  cuts. 
What  effect  have  the  cuts  that  have  already  been  made  had  on  sta- 
bilizing the  District's  budget? 

Mr.  Hill,  We  haven't  looked  at  the  effect  of  the  cuts  on  stabiliza- 
tion of  the  District's  budget.  Some  of  the  cuts  that  the  District  does 
mention,  though,  were  cuts  that  were  made  in  positions,  some  posi- 
tions that  may  or  may  not  have  been  filled.  You  would  have  to  look 
at  the  specific  cuts  that  they  have  made  to  determine  which  ones 
were  filled,  which  ones  were  not  filled.  Certain  cuts  in  positions 
that  were  not  filled  may  not  actually  have  an  impact  on  stabilizing 
the  budget. 

Ms.  Norton.  There  has  been,  every  budget  period,  controversy 
over  how  many  cuts  have  indeed  been  made.  Is  it  your  intention 
to  settle  that  controversy? 

Mr.  Hill.  In  our  report  we  did  look  at  reductions  that  were  made 
in  personnel  dollars  basically  as  they  related  to  positions. 

We  were  not  able  to  actually  look  at  specific  FTEs  or  look  at  spe- 
cific positions  because  during  the  period  that  we  looked  at  them 
there  had  been  a  change  in  now  they  would  classify  specific  posi- 
tions so  that  we  have  seen  a  reduction.  Our  report  shows  a  reduc- 
tion in  the  total  number  of  staff,  if  you  take  the  total  dollars  that 
are  paid  to  the  staff  and  convert  that  into  positions. 

Ms.  Norton.  The  District,  of  course,  has  done  that.  It  has  imple- 
mented pay  freezes. 

I  am  trying  to  find  out  whether  cuts  done  as  the  District  has 
been  doing  in  the  last  few  years — in  other  words  more  of  the  same, 
even  larger  cuts — will  accomplish  the  purpose  here.  I  would  like  to 
ask  you  about  restructuring  in  particular.  Do  you  think  that  cuts 
in  the  District  government  could  have  greater  effect  if  there  were 
some  attempt  to  restructure  the  government  itself  rather  than  cut 
the  present  government? 

Mr.  Hill.  I  cannot  answer  that  specifically  from  work  that  we 
have  done  on  the  District  of  Columbia.  However,  we  have  been  in- 
volved in  other  work,  and  so  I  can  give  you  a  general  answer  to 
that  question. 

The  magnitude  of  the  differences  between  expenditures  and  reve- 
nues that  the  District  faces  out  in  the  year  2000  is  $742  million. 
It  is  very  unlikely  that  from  the  specific  cuts  and  the  way  that  the 
District  is  going  about  making  those  cuts,  that  they  will  be  able  to 
close  a  $742  million  gap  in  the  year  2000. 

Also,  with  the  legislation  that  recently  went  through  the  House 
which  calls  for  a  $150  million  reduction  in  the  budget,  and  some 
of  the  items  that  could  potentially  be  understated  in  the  current 
budget,  the  effect  could  be  that  they  would  have  to  actually  reduce 
their  expenditures  by  more  than  the  $150  million  in  order  to  come 
in  on  that  budget — somewhere  in  the  neighborhood  of  $225  million 
to  $250  million.  Even  cuts  of  that  magnitude,  I  think,  would  be  ex- 
tremely difficult  to  do  on  the  margin. 

We  have  seen  the  largest  reductions  in  terms  of  expenditures  in 
organizations  that  take  a  comprehensive  look  at  the  way  that  they 
do  business.  I  think  that  is  what  Reinventing  Grovernment  and  the 
Government  Performance  and  Results  Act  in  the  Federal  sector  is 
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aimed  toward.  So  it  will  become  increasingly  difficult  to  make  mar- 
ginal cuts  and  close  the  gap  in  the  outyears. 

Ms.  Norton.  Without  looking  at  everything  on  the  table  and 
doing  a  more  comprehensive  restructuring  of  government? 

Mr.  Hill.  Without  looking  at  the  way  they  do  business,  yes. 

Ms.  Norton.  Among  the  things,  for  example,  that  have  not  as 
often  been  on  the  table  are  the  courts,  the  agencies  not  under  the 
control  of  the  Mayor.  Are  those  parts  of  the  government  going  to 
have  to  be  put  on  the  table  in  a  more  equitable  fashion  as  well? 

Mr.  Hill.  You  have  to  consider  anything  that  causes  a  drain  on 
the  resources  of  the  District.  For  instance,  you  may  remember  our 
similar  discussions  about  the  D.C.  General  Hospital.  There  cer- 
tainly is  a  case  where  there  is  an  organization  that  is  a  cash  drain 
on  the  District's  budget,  and  is  projected  to  continue  to  be  a  cash 
drain  on  the  District  s  budget.  However,  the  drain  is  not  included 
in  the  appropriated  budget  of  the  District  of  Columbia — at  least  to 
the  extent  of  the  amount  that  expenditures  exceed  revenues. 

So  that  to  just  look  at  the  portions  of  the  District  that  are  in- 
cluded in  the  budget,  does  not  include  other  cash  drains  on  the  Dis- 
trict or  things  that  include  a  drain  of  resources  from  the  District, 
I  think  would  not  be  a  comprehensive  way  to  approach  such  an  en- 
deavor, 

Ms.  Norton.  Could  I  ask  you  to  help  us  to  know  the  difference, 
if  any,  between  what  the  District  does  in  forecasting  and  what  the 
average  city  does? 

Now  we  all  know  that  people  who  draw  budgets — certainly  in 
every  government  and  probably  in  every  business — want  to  give 
rosy  forecasts  in  order  to  make  their  budget  look  good,  that  their 
expenditures  and  revenues  are  going  to  really  be  all  right.  There 
are  other  cities  that  have  been  very  hard-pressed,  particularly  dur- 
ing the  1980's  and  during  the  recession  we  are  just  beginning  to 
emerge  from  in  this  country. 

Are  the  District's  forecasts  that  much  more  rosy  than  New  York 
or  Detroit  or  the  average  city?  How  do  they  finally  bring  their  fore- 
casts so  that  they  don't  get  their  revenues  and  expenditures  totally 
out  of  shape?  Out  of  consistency  with  one  another? 

Mr.  Hill.  It  is  a  fact  that  other  jurisdictions  do  have  supple- 
mental budgets  and  that  they  have  supplemental  budgets  up  until 
even  the  last  day  of  the  fiscal  year,  so  that  is  not  an  uncommon 
practice  around  other  jurisdictions.  The  issues,  however,  that  we 
had  in  the  budgets  of  the  District  were  not  issues  related  to  infor- 
mation that  may  not  have  been  available  at  the  time.  They  were 
issues  really  related  to  the  achievability  of  a  lot  of  actions  that  the 
District  was  trying  to  put  into  place  and  whether  or  not  those  ac- 
tions were  achievable. 

Obviously,  hindsight  is  20/20,  and  the  more  information  that  you 
have  going  forward,  certainly  the  more  realistic  you  can  be  with 
some  of  the  items  in  the  budget. 

However,  for  instance,  with  the  Medicaid  amount,  it  was  appar- 
ent just  from  looking  at  the  numbers  themselves  that  those 
amounts  were  not  going  to  come  in  at  $41  million  a  month  in  the 
last  6  months  of  1994.  So  I  agree  with  you  that,  as  a  process,  there 
are  other  municipalities  that  have  budgets  that  are  revised  during 
the  fiscal  year.  However,  we  were  specifically  looking  at  some  items 
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where  there  was  information  that  those  items  were  not  going  to 
come  in  to  what  they  should  have  been. 

Ms.  Norton.  Does  the  District  need  to  revise  its  budget  more  fre- 
quently? Would  that  help  the  District  in  its  forecasting? 

Mr.  Hill.  If  you  are  looking  at  the  cash  forecast,  that  may  be 
necessary,  I  am  answering  this  question  tentatively  right  now  be- 
cause part  of  the  long-term  request  that  we  have  from  Chairman 
Stark  and  Chairman  Dixon  is  to  take  a  look  at  the  types  of  report- 
ing that  would  help  the  Congress  and  also  the  District  of  Columbia 
to  get  better  information  about  their  financial  condition  and  their 
cash  flows.  So,  obviously,  we  are  going  to  be  doing  another  study, 
a  longer-term  study  that  would  look  at  the  specific  information  for 
that. 

But,  obviously,  taking  into  consideration  new  information  and 
then  actually  revising  the  numbers  and  using  that  information  to 
reflect  what  the  new  balances  would  be  should  be  done  on  a  more 
regular  basis. 

Ms.  Norton.  Mr.  Hill,  personnel  from  the  GAO  at  the  time  I  was 
drawing  the  statehood  legislation  did  some  useful  calculations  for 
me  which  were  not  put  into  a  formal  report  that  indicated  that,  be- 
cause of  the  large  increase  in  the  Federal  payment  in  1991,  that 
40  percent  increase,  that  the  District  would  not,  in  fact,  get  more 
money  from  a  commuter  tax  than  it  got  from  the  Federal  payment. 
You  promised — I  think  it  was  in  our  last  briefing — that  the  person- 
nel who  did  those  calculations  would  be  in  touch  with  me,  and  I 
have  not  had  an  opportunity  to  speak  with  them  again.  Do  you  re- 
call that? 

Mr.  Hill.  I  do  recall  that.  I  will  make  sure  that  the  person  who 
has  done  those  calculations  gets  in  touch  with  you. 

Ms.  Norton.  I  would  appreciate  it.  It  continues  to  resonate. 

One  thing  that  I  think  we  need  to  do  is  tell  the  District  residents 
whether  there  is  any  money  out  here  that  is  not  being  used. 

Now  the  GAO  told  me  tnat,  assuming  that  the  Congress  would 
draw  back  the  Federal  payment  if  we  got  statehood — I  had  to  as- 
sume that  in  my  statehood  legislation,  a  commuter  tax  would  not 
get  us  more  money  and,  in  fact,  would  probably  get  us  less  money. 
While  we  sat  down  and  figured  that  out,  I  would  appreciate  having 
more  specific  information  on  that  from  the  GAO. 

Mr.  Hill.  I  will  have  the  people  in  our  tax  area — those  are  the 
ones  that  would  have  done  that  work — contact  you  right  after  the 
hearing. 

Ms.  Norton.  I  would  like  to  ask  you  a  question  about  the  budget 
year.  Our  neighbors  here,  just  before  their  fiscal  year,  literally  a 
month  or  two,  are  able  to  forecast  with,  I  think,  some  better  accu- 
racy than  the  District.  But  the  District  has  a  forecasting  period 
that  may  go  as  long  as  18  months.  So  they  are  trying  to  forecast 
for  an  unheard-of  period  for  the  average  city. 

What  is  the  effect  of  the  budget  year,  the  18-month  period  as  op- 
posed to  the  6-month  period  that  they  have  over  here  in  Virginia 
and  Maryland?  What  is  the  effect  of  length  of  the  budget  year,  the 
time  that  the  District  has  to  start  on  the  accuracy  of  their  forecasts 
or  their  ability  to  make  reasonable  or  reliable  forecasts  at  all? 

Mr.  Hill.  We  specifically  asked  the  District  that  question.  They 
were  going  to  get  back  to  us  with  some  examples  of  items  in  their 
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budget  that  they  did  not  have  information  early  out,  that  they  later 
had  information  that  would  have  helped  them  to  make  more  realis- 
tic projections. 

The  items,  however,  that  we  identified  in  our  report  we  do  not 
believe  are  items  that  would  have  been  affected  by  the  15-month 
period  of  time  before  the  District  has  to  present  its  first  budget. 
Many  of  the  expenditures  in  the  1994-95  budgets  are  not  consist- 
ent with  past  trends  and  are  not  consistent  with  the  future  projec- 
tions of  what  they  expect  to  happen. 

Also,  the  Medicaid  amounts  that  we  had  identified  were  amounts 
that  someone  may  have  known. 

Ms.  Norton.  Thank  you,  Mr.  Chairman. 

The  Chairman.  I  just  wanted  to  follow  up  on  the  Delegate's  ques- 
tioning because  we  haven't  touched  on  this. 

It  is  my  sense  that  when  you  talk  about  having  some  kind  of  im- 
plementation plan  that  there  is  a  disconnect.  That  the  budget,  in 
fact,  has  absolutely  no  relationship  to  what  happens. 

Just  to  illustrate  here  for  a  minute,  in  the  fire  and  rescue  in 
1993,  there  was  a  budgeted  amount  of  $86  million.  Trust  me  for 
a  minute. 

Mr.  Hill.  I  trust  you. 

The  Chairman.  They  spent  $95  million.  Okay?  They  budgeted 
$86  million,  and  they  spent  $95  million. 

In  1993,  they  had  1,700  employees.  Now,  in  1995,  they  are  budg- 
eting $73  million,  $3  million  less  than  1994,  okay?  But  they  have 
1,800  employees  budgeted.  Now,  even  if  they  budget  $73  million, 
and  we  say,  swell,  the  budget  balances,  and  they  go  ahead  and 
write  checks  to  all  of  these  firemen,  there  is  no  penalty.  Nothing 
happens.  There  is  no  feedback.  There  is  no  control  on  the  system. 
It  just  gets  spent,  and  they  can  do  that  because  they  borrow,  and 
that  is  not  a  revenue  source. 

Except  for  the  Federal  Antideficiency  Act,  which  is  violated  and 
has  been  violated  over  the  past  years,  I  believe,  several  times, 
there  is  nothing  in  the  District  law  that  stops  anybody  from  just 
ignoring  the  budget  and  spending  the  money.  Is  that  not  a  correct 
interpretation  of  what  goes  on  in  this  system?  Mr.  Hill  or  Ms. 
Jacobson. 

Ms.  Jacobson.  As  you  stated,  the  Federal  Antideficiency  Act 
does  apply  to  the  District. 

The  Chairman.  But  it  has  been  ignored. 

Ms.  Jacobson.  The  District  has  indicated  in  their  reporting  that 
they — what  would  be  interpreted  is  that  they  have  violateof  that 
act,  and  they  have  not 

The  Chairman.  I  am  not  concerned  about  who  is  violating  the 
law.  I  am  just  saying  that  once  this  budget  is  all  done,  they  don't 
stop  handing  out  the  checks.  There  is  nothing  that  makes  the 
budget  any  more  than  an  interesting  exercise  for  us  to  discuss,  be- 
cause it  doesn't  translate  into  action,  or  it  doesn't  prohibit  taking 
action.  Is  that  a  fair  assessment? 

Mr.  Hill.  Certainly,  the  fact  that  many  of  the  budget  categories 
are  exceeded,  the  fact  that  there  are  positions  that  have  been  elimi- 
nated but  are  still  funded 

The  Chairman.  There  are  jobs  they  say  that  are  eliminated,  but 
they  still  pay  the  eliminated  jobs  a  paycheck. 
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Mr.  Hill.  I  think  there  was  one  mentioned  in  the  gap  closure  re- 
port. 

The  Chairman.  That  is  what  you  are  talking  about,  and,  I  be- 
lieve, what  the  Delegate  is  talking  about,  about  some  change — ^you 
have  a  word  for  that.  What  is  it  called? 

Mr.  Hill.  Reinventing. 

The  Chairman.  Beyond  reinventing — there  is  a  term — you  have 
a  word  relating  to  the  budget,  to  performance  and  tying  them  to- 
gether somehow  so  that  what  we  are  doing  here  is  not  just  an  exer- 
cise in  playing  with  numbers.  The  budget  that  the  District  pre- 
pares actually  should  end  up  being  the  amount  that  is  spent,  or 
there  will  be  some  corrective  action  that  is  built  into  the  system. 

Mr.  Hill.  Let  me  address  that  specifically.  We  have  a  report  that 
was  issued  recently  on  performance-based  budgets  and  perform- 
ance budgeting. 

The  Chairman.  That  is  what  I  am  talking  about.  Thank  you. 

Mr.  Hill.  In  that  report  we  find  that  the  results  on  performance- 
based  budgeting  are  mixed.  Let  me  give  you  an  example. 

The  District  of  Columbia,  based  on  some  of  the  information  we 
have,  spends  more  per  pupil  than  about  the  40  largest  school  dis- 
tricts. There  have  been  some  studies  that  have  shown  that  the 
quality  of  education  may  not  be  as  high  as  some  of  the  other  school 
districts. 

Would  a  performance-based  budget  lead  you  to  say  that,  because 
you  are  not  achieving  the  results  of  higher  performance,  that  you 
should  actually  give  more  money  to  the  schools  when  already  you 
may  be  spending  more  per  pupil  on  education?  So  we  see  that  per- 
formance measures  are  best  used  when  they  become  a  part  of  the 
management  of  the  organization  and  when  we  tie  those  measures 
directly  to  goals  and  to  results. 

However,  the  direct  link  to  the  budget  is  a  little  bit  harder  to  do. 
There  are  only  a  couple  of  cases  out  there  where  they  have  been 
successful  in  doing  that.  In  those  cases,  they  have  been  working  on 
it  for  a  number  of  years,  over  a  10-year  period.  They  have  cost  ac- 
counting systems  that  link  to  performance  measures,  and  they  also 
have  a  lot  of  information  that  is  provided  within  the  system.  They 
also  have  incentives  of  managers  that  are  tied  directly  to  the 
amounts  of  money  that  those  managers  are  being  paid. 

The  Chairman.  Let  me  just  give  you  one  example,  a  little-known 
fact.  Mr.  Ballenger  and  Ms.  Norton  may  not  know  this,  but  we 
have  a  budget.  Each  one  of  us  operates  our  offices  with  a  budget. 

Do  you  know  what  happens  if  we  spend  more  in  a  2-year  period? 
They  take  it  out  of  our  salary.  It  doesn't  go  to  the  taxpayer.  You 
learn  that  the  hard  way,  as  I  did  a  few  years  back.  They  just  say, 
sorry,  write  us  a  check.  You  don't  do  that  twice.  You  remember 
that. 

I  am  not  suggesting,  Ms.  Norton,  that  we  deal  with  the  under- 
paid and  overworked  people  in  the  District  now,  but  I  am  suggest- 
ing that  that  is  what  I  am  talking  about.  There  is  no  comparable 
kind  of  feedback. 

Mr.  Ballenger,  you  have  been  very  patient,  and  I  have  intruded 
on  your  time. 

Mr.  Ballenger.  Thank  you,  Mr.  Chairman. 
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I  would  like  to  say  to  Ms.  Norton  that,  having  been  in  the  private 
sector  for  40  years  and  then  about  20  years  in  balanced  budget  sec- 
tors, I  have  never  seen  anybody  except  the  Federal  Government 
that  comes  out  with  a  glowing  budget  that  doesn't  mean  anything. 
The  majority  of  people  come  out  with  a  conservative  budget,  and 
if  they  are  in  the  private  sector  they  get  a  pay  increase  because  of 
that. 

If  you  are  in  a  balanced  budget  area  like  the  State  of  North 
Carolina,  if  you  come  out  with  a  budget  that  is  too  high,  all  of  a 
sudden  you  have  to  fire  some  people  to  cover  yourself. 

So,  generally  speaking,  when  you  make  up  a  budget,  if  you  have 
any  intelligence  at  all,  your  budget  is  very  conservative  and  you 
hope  that  you  can  better  that  budget. 

But  let  me  get  back  to  the  education,  because  there  are  so  many 
news  stories  about  losing  population  here  in  DC.  I  will  admit  I  am 
a  resident  of  DC.  All  my  children  are  grown  now  and  live  else- 
where, but  if  I  had  come  here  as  a  younger  Congressman  with  chil- 
dren, I  would  refuse  to  have  settled  in  DC. 

It  is  specifically  the  study  that  you  did  on  the  schools  that  I  can 
see — the  amount  of  money  that  they  spend  per  student.  It  is  em- 
barrassing to  say  how  much  we  spend  in  North  Carolina,  maybe  a 
third  of  this,  and  I  know  our  schools  are  better  than  the  ones  here 
in  DC.  When  you  look  and  compare  the  ones  that  are  right  around 
the  District  of  Columbia  where  a  Congressman  with  children  to 
educate  would  go,  it  obviously  makes  great  sense  to  send  your  kids 
to  Fairfax  County  or  Prince  George  County  or  Montgomery  County 
or  Baltimore  County. 

One  of  the  things  that  got  me  was  in  your  education  summary. 
It  says  this  report  also  stated  that  in  1992  and  1993  inept  budgets 
from  the  public  school  system  resulted  in  funds  originally  budgeted 
for  vehicles— but  the  main  one  I  am  talking  about  is  textbooks  and 
maintenance — instead  were  spent  on  benefits  and  salaries.  Could 
you  discuss  that? 

Mr.  Hill.  One  of  the  things  I  should  correct — I  don't  think  the 
report  said  "inept." 

Mr.  Ballenger.  No,  that  is  mv  editorial  statement. 

Mr.  Hill.  One  of  the  things  that  we  did  see  in  the  expenditures 
was  that  there  were  some  amounts  that  were  being  paid  for  items 
that  were  not  included  in  the  budget.  They  had  to  actually  shift 
money  from  one  category  to  another  because  of  some  of  the  expend- 
itures. 

We  also  saw  that  there  were  a  number  of  reductions  that  oc- 
curred in  personnel,  and  as  a  result  of  those  reductions,  in  order 
to  open  the  schools  they  had  to  then  go  back  and  to  hire  additional 
people. 

Mr.  Ballenger.  What  I  read  in  the  newspapers — and  not  nec- 
essarily your  report — was  that  they  have  the  highest  staffing  ratio. 
I  am  talking  about  general  staff  and  janitors  and  secretaries  and 
so  forth,  not  teachers.  They  have  one  of  the  highest  staffing  ratios 
of  any  school  system  in  the  United  States. 

Mr.  Hill.  We  haven't  really  looked  at  the  staffing  ratio,  but  we 
do  have  another,  longer  term  segment  for  this  particular  job  that 
we  are  reporting  on  now,  that  does  look  at  various  staffing  ratios 
across  the  government  and  compare  those  to  other  jurisdictions.  So 
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I  would  like  to  hold  off  answering  that  because  we  will  have  more 
information  on  the  other  items. 

Mr.  Ballenger.  We  claim  that  this  is  a  city  government  and  a 
county  government  and  a  Federal  Government.  In  any  other  area 
of  the  country,  85  percent  of  their  funds  would  go  into  education, 
but  the  main  way  they  judge  education  is  the  pupil-teacher  ratio, 
not  the  staff-to-pupil  ratio.  It  appears  to  me  that  not  only  is  the 
city  government  overstaffed,  but  the  school  system  is  substantially 
overstaffed  and  produces  a  very  lousy  product.  That  is,  again,  my 
editorial  statement  there. 

I  want  to  know  also  about  the  District  borrowing  operating  ex- 
penses from  enterprise  funds.  Again,  being  a  person  who  lives  on 
the  Hill — and  for  those  people  that  don't  know  this,  they  advise  us 
here  in  Congress  don't  drink  the  water.  If  you  go  to  anybody's  office 
around  here,  we  are  all  drinking  bottled  water. 

The  enterprise  fund,  I  understand,  has  to  do  with  the  water  and 
sewer  operations,  and  that  money  has  been  taken  away  from  that 
particular  area  to  use,  probably  for  salaries,  wages  and  so  forth.  At 
the  same  time  we  are  advised,  as  people  who  live  here,  don't  drink 
the  water.  It  seems  to  me  that  we  are  taking  money  and  pa3ring 
out  in  salaries  when  we  have  got  a  problem  that  we  need  to  fix, 
which  is  to  make  the  water  drinkable. 

Ms.  Jacobson.  There  is  a  problem  with  the  water  and  sewer 
fund,  and  it  is  showing  that  there  will  be  cash  losses  as  well  as  net 
losses  going  forward.  Some  of  the  projects  also  that  are  required  to 
meet  EPA  requirements  are  not  fully  funded,  so  that  is  a  concern. 

The  Chairman.  If  the  gentleman  would  yield. 

Mr.  Ballenger.  Yes,  sir. 

The  Chairman.  I  am,  I  think,  reliably  informed  that  the  water 
treatment  plant  is  operated  by  the  Army  Corps  of  Engineers.  We 
might  not  want  to  follow  that  line  of  inquiry  much  further  in  to- 
day's hearings  or  we  might  have  egg  on  our  face  ourselves. 

Mr.  Ballenger.  Let's  get  the  Corps  of  Engineers  to  clean  this 
place  up. 

Should  there  be  some  way  to  protect  the  enterprise  fund  from 
being  tapped  any  time  they  want  to?  It  doesn't  appear  to  me  that 
there  seems  to  be  any  difficulty  at  all  from  borrowing  money  from 
fund  to  fund. 

Mr.  Hill.  The  thing  that  you  really  have  to  look  at  is  what  those 
funds  are  being  used  for  at  the  current  time  and  what  the  levels 
are.  It  may  be  too  restrictive  to  require  that  large  surpluses  in 
some  of  the  enterprise  funds  could  not  be  used  temporarily  if  they 
are  not  needed  at  a  point  in  time,  because  that  would  force  other 
segments  of  the  government  to  ^o  out  and  borrow  funds  and,  con- 
sequently, overall,  cost  the  District  more  money. 

They  currently  have  a  cash  position — pooled  cash,  so  the  way  to 
really  determine  whether  or  not  there  is  an  impact  of  using  other 
funds  is  to  do  a  detailed  analysis,  looking  at  the  effect  of  having 
pulled  resources  from  those  funds.  Has  it  slowed  the  projects  that 
may  have  been  done  with  those  funds  and  has  it  caused  those 
funds  themselves  to  go  out  and  need  sources  elsewhere? 

We  are  currently  looking  at  the  capital  projects  area  and  whether 
or  not  the  interim  borrowings  from  capital  projects  have  had  an  im- 
pact on  some  of  the  capital  projects. 
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Mr.  Ballenger.  Just  one  more  question. 

The  $331  million  that  were  sold  in  general  government  obliga- 
tions— except  for  the  Federal  Government  who  can  print  money 
any  time  they  need  it,  nobody  ever  borrows  money  for  operating  ex- 
penses. 

I  would  love  to  know — and  I  also  read  in  your  report  that  on  a 
pretty  regular  basis  they  borrow  money  short  term — the  interest 
rate  that  they  receive.  I  am  asking  an  opinion,  but  I  would  guess 
the  interest  rate  that  they  receive,  in  spite  of  their  financial  condi- 
tion, is  much  better  than  most  cities  throughout  the  United  States 
would  receive  because  somewhere  down  the  road  they  know  that 
the  taxpayers  of  the  United  States  are  going  to  have  to  pick  up 
that  chit  if  necessary.  Did  you  see  that?  Is  it  obvious  in  the  interest 
rates  that  the  city  pays  on  both  long-  and  short-term  borrowing? 

Mr.  Hill.  It  is  obvious  in  the  prospectus  documents  that  there 
is  a  special  relationship  between  the  District  and  the  Federal  Gov- 
ernment. However,  it  is  expressly  stated  in  those  documents  that 
there  is  no  guarantee  of*  those  borrowings  by  the  Federal  Grovern- 
ment.  It  is  really  hard  to  tell  what  was  in  the  minds  of  the  people 
who  determined  the  interest  rates,  but  people  are  aware  of  the  spe- 
cial relationship  of  the  Federal  Government  to  the  District. 

Mr.  Ballenger.  Somewhere  down  the  road  I  hope  that  the  city 
government,  when  they  come  and  say  that  we  don't  give  them 
enough  money,  check  their  interest  rate  as  compared  to  other 
cities,  and  that  is  money  we  are  giving  them,  too,  by  saving  them 
that  expenditure. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Congressman  Ballenger. 

Before  I  excuse  the  panel,  I  want  to  thank  the  District  govern- 
ment, which  I  know  has  cooperated  with  you,  Mr.  Hill,  and  your 
staff.  Thus  far,  I  know  that  your  work  has  been  of  great  assistance 
to  us.  We  deeply  appreciate  it.  I  hope  that  as  these  studies  con- 
tinue, they  will  be  useful  to  all  of  us  in  determining  what  we  can 
do  in  the  future  course  of  action. 

I  could  not  close  without  pointing  out  to  Mr.  Ballenger  that  every 
cloud  has  a  silver  lining.  Mr.  Hill  is  indeed  a  product,  I  am  reliably 
informed,  of  the  Stanton  Elementary  School  in  southeast  Washing- 
ton, so  we  can  claim  some  credit  for  the  District  schools  right  here 
this  morning. 

Mr.  Ballenger.  They  had  an  excellent  school  when  I  used  to 
play  football  against  them  40  years  ago. 

The  Chairman.  Ms.  Norton. 

Ms.  Norton.  Just  two  more  questions. 

Mr.  Hill,  as  everyone  now  knows,  in  response  to  the  GAO  report 
and  to  newspaper  stories  and  other  information  that  indicated  that 
the  District  might  shortly  be  into  negative  cash  flow,  the  Congress 
yesterday  compelled  the  District  over  the  period  of  the  next  fiscal 
year,  but  making  its  own  choices,  to  reduce  its  budget  by  $150  mil- 
lion. 

This  was  a  compromise  that  those  who  have  advocated  for  the 
District  traditionally  in  this  body  accepted  because  they  faced  the 
very  strong  possibility  that  there  were  not  votes  for  the  appropria- 
tion at  all.  The  fact  that  the  appropriation  passed  by  only  three 
votes  is  some  indication  of  that. 
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There  were  amendments  in  very  large  numbers  that  would  have 
cut  substantially  more  had  all  been  accepted.  In  fact,  the  accrued 
amendments  would  have  eaten  up  most  of  the  Federal  payment.  As 
it  turns  out,  the  entire  Federal  payment,  which  was  increased,  one 
of  the  few  increases  authorized  and  appropriated  this  year,  was,  in 
fact,  voted. 

I  have  a  question  to  you  about  the  specific  amendments,  though. 
The  most  troubling  thing  that  happened  yesterday  was  to  see  many 
amendments  that  pecked  away  at  various  parts  of  the  District 
budget.  They  said,  cut  here,  cut  there  and  cut  the  other  place. 
Places  that  people  kind  of  picked  out  because  they  saw  them  as 
trouble  spots  or  because  they  had  special  concern  about  that  kind 
of  program. 

As  the  District  begins  the  process  of  reducing  its  own  expendi- 
tures, I  would  like  you  to  speak  about  the  role  of  flexibility.  Would, 
for  example,  linking  the  Federal  payment  to  specific  cost  items  or 
service  delivery  compromise  the  District's  ability  to  manage  its  fis- 
cal responsibilities  at  a  time  when  it  has  to  reduce  its  expendi- 
tures? 

Mr.  Hill.  We  have  not,  obviously,  done  a  study  that  would  show 
what  would  happen  if  portions  of  the  Federal  payment  were  linked 
to  specific  items  and  what  impact  that  would  have  on  the  District's 
ability  to  do  its  mission. 

We  have,  however,  supported  the  Government  Performance  and 
Results  Act  which  has  embodied  in  it  the  allowance  of  some  man- 
agement flexibilities  in  order  to  help  the  government  to  direct 
items  where  they  would  get  the  best  result. 

Our  answer  to  that  question  would  be  that,  provided  you  can 
make  the  links  in  some  way  with  the  actions  that  are  being  taken 
to  some  positive  result,  then  we  would  support  providing  flexibility 
for  that,  as  the  Government  Performance  and  Results  Act  does  pro- 
vide for  those  types  of  flexibilities. 

Ms.  Norton.  Finally,  I  would  like  to  ask  about  the  formula.  That 
is  the  chief  subject  matter  of  this  hearing.  What  effect  has  having 
a  formula  had  on  the  District's  ability  to  manage  its  finances? 

Mr.  Hill.  I  know  the  District  has  said  that  having  a  formula  and 
having  a  steady  source  of  revenues,  so  it  knows  what  those  reve- 
nues will  be  2  years  before  they  show  up,  has  been  helpful  in  man- 
aging its  finances.  Clearly,  any  organization,  if  they  know  of  a 
steady  stream  of  revenue  and  what  that  revenue  is  going  to  be, 
would  be  able  to  manage  better  because  of  that. 

Ms.  Norton.  You  have  been  involved  with  me  and  helpful  to  me 
as  I  have  tried  to  deal  with  the  problems  that  arose  in  the  formula 
and  the  categories  that  could  be  used  to  calculate  it.  Have  those 
problems  negatively  affected  the  District  during  this  period? 

Mr.  Hill.  In  terms  of  the  calculation  of  the  formula?  Certainly 
the  items  that  were  considered  nonappropriated  revenues,  that  are 
local-source  revenues  similar  to  the  appropriated  revenues,  the  fact 
that  those  are  excluded  does  mean  that  the  District  has  less 
money.  That  is  just  a  function  of  the  mathematics. 

In  terms  of  the  effect  that  that  would  have  on  the  District,  we 
haven't  really  looked  specifically  at  what  would  happen.  Obviously, 
the    District    would   have   had    more    money   had    they   included 
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nonappropriated  revenues  and  still  applied  the  24  percent  to  the 
nonappropriated  revenues. 

Ms.  Norton.  And  in  your  analysis  you  did  find  that  the  items 
in  the  nonappropriated  revenue  categories  look  much  like  the  items 
in  the  appropriated? 

Mr.  Hill.  Some  of  the  items  in  the  nonappropriated  revenues 
were  not  Federal  sources,  but  there  were  some  items  that  were 
substantially  the  same. 

Ms.  Norton.  Thank  you  very  much. 

The  Chairman.  Mr.  Ballenger. 

Mr.  Ballenger.  Since  we  got  into  the  formula  discussion,  have 
you  had  the  opportunity  to  look  or  compare  the  Chairman's  bill, 
H.R.  2902,  with  the  Republican  version?  Have  you  compared  those 
two?  Could  you  give  us  the  difference  that  you  are  able  that  see? 

Mr.  Hill.  There  are  a  couple  of  differences. 

Mr.  Ballenger.  All  I  am  talking  about  is  money. 

Mr.  Hill.  Oh,  the  money? 

Mr.  Ballenger.  Yes. 

Mr.  Hill.  Can  I  provide  that  for  the  record  to  make  sure  that 
we  have  the  numbers? 

The  difficulty  is  that,  whether  or  not  you  are  looking  at  the  pre- 
vious years,  what  the  Federal  payment  formula  amount  would 
have  been  had  H.R.  2902  been  in  effect  in  the  previous  years  we 
could  come  up  with  that  number  relatively  easily.  If  you  look  for- 
ward, however,  you  have  to  make  certain  assumptions  about  the 
growth  in  local  revenues  as  well  as  assumptions  about  the  dif- 
ference between  appropriated  and  nonappropriated  revenues. 

Mr.  Ballenger.  I  think  to  get  a  clearer  picture,  if  you  compared 
both  of  those  to  the  previous  years,  you  would  have  accurate  fig- 
ures and  you  would  not  be  dreaming  up  what  kind  of  economy  we 
are  going  to  have  next  year  or  something  like  that. 

Mr.  Hill.  We  will  provide  you,  then,  with  a  statement  that 
would  show  the  dollar  amounts  if  you  took  the  current  legislation 
and  applied  it  to  the  last  3  years. 

Mr.  Ballenger.  Thank  you. 

Thank  you,  Mr.  Chairman. 

[The  information  follows:] 
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GAO 


United  States 

General  Acconnting  Office 

Washington,  D.C.  20S48 


Accounting  and  Information 
Management  Division 

September  28,  1994 

The  Honorable  Cass  Ballenger 
House  of  Representatives 

Dear  Mr.  Ballenger: 

On  July  14,  1994,  I  testified  before  the  Conunittee  on  the 
District  of  Columbia  regarding  the  District's  fiscal 
condition  and  the  federal  payment  to  the  District  of 
Columbia.   At  the  hearing,  you  requested  that  we  compare  the 
federal  payment  that  would  have  been  authorized  by  Chairman 
Stark's  bill  (H.R.  2902)  and  Rep.  Bllley's  bill  (H.R.  4166). 

Enclosed  for  the  hearing  record  is  a  comparison  using  fiscal 
year  1992  and  1993  data.   We  used  these  2  years,  which  are 
based  on  actual  data.  Instead  of  future  years  to  avoid  having 
to  make  assumptions  about  the  level  of  nonappropriated 
revenues  and  receipts  from  federal  sources,  which  are  key 
components  of  the  comparison  you  requested.   As  indicated  in 
the  comparison,  the  amounts  deducted  for  the  nonappropriated 
revenues  are  less  under  H.R.  2902  than  under  H.R.  4166.   The 
reason  for  the  lesser  amounts  is  that  under  H.R.  2902,  only 
Federal  reimbursements,  intra-Dlstrict  transfers,  and  certain 
other  monies,  such  as  repayment  of  loans,  are  deducted.  All 
other  revenues  characterized  as  nonappropriated  would  be 
included  under  H.R.  2902.   H.R.  4166  would  exclude  all 
revenues  characterized  as  nonappropriated  revenues. 

H.R.  2902  would  further  affect  future  federal  payment 
authorization  amounts  in  two  ways.   First,  H.R.  2902  would 
Increase  the  applicable  percentage  In  the  federal  payment 
formula  by  1  percent  annually  to  a  maximum  of  30  percent.  To 
Illustrate,  using  fiscal  years  1992  and  1993  in  the  enclosed 
comparison  and  assuming  fiscal  year  1992  is  the  base  year,* 
applying  a  1  percent  increase  in  the  formula  to  25  percent  of 
fiscal  year  1993  total  local  revenue  (as  determined  under 
H.R.  2902)  would  yield  an  assumed  federal  payment 
authorization  amount  of  $723,058,000  instead  of  $694,136,000 
which  would  result  from  applying  24  percent  to  total  local 
revenues.   This  results  Jn  an  Increase  of  $28,932,000  over 
fiscal  year  1993 's  assumed  amount  in  the  enclosed  comparison. 


*By  "base  year,"  we  mean  the  year  immediately  preceding  the 
first  year  governed  by  H.R.  2902  in  the  hypothetlcals. 
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Second,  H.R.  2902  would  not  permit  the  authorized  federal 
payment  -to  be  less  than  an  amount  equal  to  the  average  of  the 
annual  federal  payments  made  to  the  District  of  Columbia 
during  the  3  fiscal  years  Immediately  preceding  the  year 
underbudget  consideration.  This  provision,  in  effect,  sets 
a  floor  on  the  authorized  federal  payment  amount  to  a  moving 
average  of  the  previous  3  years'  payments.   To  illustrate, 
using  fiscal  years  1990,  1991,  and  1992  appropriated  federal 
payment  amounts  of  $430,500,  $530,500,  and  $630,500, 
respectively,  the  minimum  federal  payment  for  fiscal  year 
1993  would  have  been  $530,500. 

If  I  can  be  of  any  further  assistance,  please  contact  me  at 
(202)  512-8549. 

Sincerely  yours. 


Whn  W.  Hill,  Jr. 
Director,  Audit  Support 
and  Analysis 


Enclosure 


Honorable  Fortney  H.  Stark 
Honorable  Eleanor  Holmes  Norton 
Honorable  Thomas  J.  Bllley,  Jr. 
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Chairman.  Thank  you.  I  want  to  thank  the  panel  very  much  for 
their  participation  today  and  the  work  they  have  done  over  the 
past  several  months  to  help  enlighten  the  committee.  It  has  helped 
us  a  great  deal.  And  we  will  move  on  now. 

I  want  to  suggest  that  as  we  have  our  next  panel,  comprised  of 
the  Honorable  Sharon  Pratt  Kelly,  the  Mayor  of  the  District  of  Co- 
lumbia, and  the  Honorable  David  A.  Clarke,  the  Chairman  of  the 
Board  of  Supervisors  of  the  District,  that  it  will  be  the  Chair's  in- 
tent to  ask  the  staff  to  run  the  clock.  I  want  to  assure  the  wit- 
nesses that  the  clock  is  there  to  shut  the  chairman  up  and  keep 
him  from  being  verbose.  The  members  can  go  round  as  often  as 
they  choose,  but  it  will  spread  out  the  dialog  between  the  Mayor 
and  the  chairman. 

At  this  point  I  would  like  to  have  them  join  us  at  the  witness 
table.  Without  objection,  the  prepared  statements  of  Chairman 
Clarke  and  Mayor  Kelly  will  appear  in  the  record  in  their  entirety. 
We  will  proceed. 

I  want  to  again  welcome  you  to  the  committee.  We  have  your 
statements.  Mayor  Kelly  and  Chairman  Clarke.  I  apologize  for  re- 
ferring to  you  as  the  Board  of  Supervisors,  rather  than  Council. 
That  is  a  term  particularly  applicable  in  Alameda  County,  CA,  but 
of  no  use  here.  But  I  wanted  to  welcome  both  of  you  here. 

STATEMENTS  OF  THE  HONORABLE  SHARON  PRATT  KELLY, 
MAYOR,  DISTRICT  OF  COLUMBIA;  ACCOMPANIED  BY  ELLEN 
O'CONNOR,  CHIEF  FINANCIAL  OFFICER,  DISTRICT  OF  CO- 
LUMBIA; AND  THE  HONORABLE  DAVID  A.  CLARKE,  CHAIR- 
MAN, DISTRICT  OF  COLUMBIA  COUNCIL;  ACCOMPANIED  BY 
ARTHUR  BLITZSTEIN,  BUDGET  COORDINATOR,  DISTRICT  OF 
COLUMBIA  COUNCIL 

The  Chairman.  Why  don't  you  proceed.  Mayor  Kelly,  in  any  man- 
ner that  you  are  comfortable  with?  At  some  point,  if  either  of  you 
would  like  to,  either  of  you,  introduce  the  people  that  have  accom- 
panied you  for  the  clerk,  we  would  appreciate  it. 

Mayor  Kelly.  Good  morning,  Mr.  Chairman,  Ms.  Norton,  Mr. 
Bliley,  Mr.  Ballenger  and  all  members  of  this  distinguished  com- 
mittee. 

I  am  joined,  as  is  obvious,  by  the  Chairman  of  the  District  of  Co- 
lumbia Council,  Mr.  David  Clarke,  as  well  as  the  Chief  Financial 
Officer  for  the  District  of  Columbia,  Ellen  O'Connor. 

In  the  interest  of  time,  I  should  like  to  speak  very  briefly  to  a 
very  few  points  which  I  understand  to  be  the  focal  point  of  this 
morning's  hearing:  First,  the  formula  Federal  payment;  second,  the 
costs  that  the  District  of  Columbia  believes  we  have  or  have  not  in- 
curred; third,  the  issue  of  court  orders;  and,  finally,  the  import  of 
all  of  the  above. 

As  regards  the  formula  Federal  payment  legislation,  as  we  all  re- 
call at  the  time  of  Home  Rule  there  was  a  Federal  payment  that 
was  established  not  as  a  gift  to  the  District  of  Columbia,  but  indeed 
to  compensate  the  District  of  Columbia  for  the  services  provided  to 
Federal  installations,  international  installations,  which  are  not  in- 
significant in  this  community,  and  are  not  subject  to  tax. 
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I  might  also  add  that  it  includes  a  great  many  institutions  that 
have  been  designated  as  nontaxable.  That  I  gather  is  also  a  source 
of  some  interest  to  you  now,  Mr.  Chairman. 

It  was  arguably  also  to  offset  our  very  limited  taxing  authority. 
I  say  arguably  because  I  don't  believe  from  our  experience  that  it 
does. 

Nonetheless,  at  the  outset  of  Home  Rule  the  Federal  payment 
was  in  the  range  of  approximately  35  percent.  Today,  as  a  result 
of  the  changed  arrangement  with  the  formula  Federal  payment 
that  many  of  us  worked  on  very  hard,  it  now  reflects  a  payment 
equal  to  24  percent  of  local  revenues. 

The  issue  before  us,  however,  as  I  understand  it,  is  what  formula 
Federal  payment  would  we  be  interested  in,  or  process  would  we 
be  interested  in.  The  plan  proposed  by  Chairman  Stark  is  certainly 
one  that  we  would  embrace  as  against  the  other  alternatives.  We 
think  it  is  critical  because  certainly  the  financial  markets  are  inter- 
ested in  some  level  of  predictability  associated  with  revenues  com- 
ing to  the  District  of  Columbia,  and  they  have  always  had  a  level 
of  anxiety  about  this  arrangement. 

Second,  with  respect  to  spending  reductions.  Since  the  year  1991, 
this  government — not  just  the  Mayor  but  the  District  of  Columbia 
Council  as  well — has  taken  on  some  very  substantial  spending  re- 
ductions. 

I  recognize  the  chairman's  concerns  about  cost  overruns  and  the 
Antideficiency  Act,  but  let  us  remind  you,  Mr.  Chairman,  that  the 
District  of  Columbia  government,  almost  unlike  any  other  institu- 
tion in  this  Federal  city,  is  obliged  by  law  to  balance  its  budget, 
must  have  an  approval  from  certified  public  accounting  firms,  and 
must  further  carry  that  message  to  the  financial  markets  that  are 
not  easily  deluded  by  "accounting  tricks."  In  fact,  the  District  of  Co- 
lumbia government  has  reduced  the  size  of  all  positions  reporting 
to  the  Mayor  by  17  percent  since  1991  and  indeed,  in  terms  of  ac- 
tual people,  some  9  percent  since  1991. 

Let  us  compare  that  to  what  the  Federal  Grovernment  is  antici- 
pating to  do.  The  Federal  Grovemment  is  anticipating  a  general  re- 
duction of  its  work  force  of  7  percent  in  5  years. 

What  we  have  done  is  considerably  more  in  3  years.  In  fact,  we 
did  begin  by  offering  financial  incentives  for  individuals  to  leave 
the  government  but,  recognizing  the  pressures  of  the  recession,  we 
knew  that  we  had  to  begin  the  process  of  across-the-board  RIF's. 
That  has  resulted  in  massive  reductions  in  critical  positions  that 
primarily  provide  services  to  the  people  who  actually  pay  taxes. 

Those  services  include  the  fire  department,  24  percent;  public 
works,  22  percent;  recreation  as  well  as  education  and  the  like.  In- 
deed, even  the  GAO  report,  on  pages  6,  39,  and  45,  points  out  that 
the  District  of  Columbia  government's  budget  has  been  balanced, 
but  that  its  problems  with  cost  overruns  are  almost  exclusively  as- 
sociated with  congressionally  mandated  programs  in  the  nature  of 
Medicaid,  AFDC  and  the  like.  The  only  other  cost  problem  is  the 
traditional  State  function  of  corrections. 

Our  concern,  quite  frankly,  Mr.  Chairman,  is  that  if  we  indeed 
reduce  any  further,  because  we  only  control  approximately  60  per- 
cent of  the  personnel  within  the  District  of  Columbia  government, 
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it  will  inevitably  result  in  clear  interruption  of  services  in  the  area 
of  fire,  public  works,  public  safety,  as  well  as  education. 

Understandably,  in  our  efforts  to  balance  the  budget  of  $2  billion 
in  budget  gaps  over  the  last  3  years,  we  had  to  make  substantial 
cuts  while  avoiding  any  income  tax  increase  or  property  tax  in- 
crease because  what  is  the  heart  of  our  problem?  It  is  the  erosion 
of  the  residential  tax  base,  the  middle-class  taxpayer.  The  wage- 
earning  taxpayer  has  been  leaving  the  District  of  Columbia  as  we 
have  had  great  growth  in  a  needing  population. 

One-half  of  the  children  live  in  an  AFDC  household.  One  in  five 
of  the  individuals  is  on  Medicaid.  One  in  five  is  on  food  stamps.  As 
those  numbers  grow  and  there  is  a  further  erosion  of  our  tax  base, 
we  undoubtedly  will  continue  to  be  plagued  with  deficits  in  the  fu- 
ture. 

If  we  are  obliged  to  make  substantial  cuts  in  the  area  that  is  not 
costing,  municipal  services,  but  Congress  does  nothing  to  assist  us 
in  the  area  that  does  cost  us,  that  is,  Medicaid,  by  not  providing 
an  increased  Federal  reimbursement  arrangement  or,  for  that  mat- 
ter, considering  taking  on  those  State  functions  such  as  corrections, 
Medicaid,  AFDC  and  the  like,  the  inevitable  consequence  of  reduc- 
ing further  services  will  be  a  further  erosion  of  the  very  group  that 
we  need  to  stabilize  this  city — our  middle  class. 

Let  me  then  go  on  to  court  orders.  At  the  time  that  I  took  office, 
there  were  83  social  workers  in  the  District  of  Columbia.  By  the 
end  of  this  summer  there  will  be  335.  Those  social  workers  are 
dealing  with  the  increased  demands  of  children  at  risk  and  in  need, 
abused  and  neglected  children,  something  in  the  District  of  Colum- 
bia that  grows  at  an  exponential  rate.  We  have  continued  to  ex- 
plore that. 

I  might  add  that  number  still  in  no  way  takes  away  from  the  net 
figures  I  have  outlined  of  6,348  positions  eliminated.  Nor  does  it  in- 
clude the  883  in  the  schools.  Nor  does  it  include  the  200-plus  in 
D.C.  General  Hospital. 

Those  court  orders  are  being  dealt  with  as  rapidly  as  we  can.  I 
might  add,  the  same  thing  is  true  of  the  Dixon  decree. 

But  let  me  also  point  out  we  already  have  10,000  residential  beds 
in  the  city  of  the  District  of  Columbia,  and  that  does  not  include 
halfway  houses.  We  are  desperately  trying  to  hang  on  to  our  mid- 
dle-class tax  base. 

If  we  are  faced  with  court  orders  that  insist  that  the  only  resolu- 
tion is  to  add  more  residential  facilities  in  the  community,  without 
regard  to  our  effort  to  maintain  our  tax  base,  all  of  the  above,  com- 
bined with  the  reductions  in  services,  combined  with  the  court  or- 
ders, will  only  exacerbate  the  loss  of  that  tax  base.  It  is  certain  on 
the  part  of  all  parties  involved  it  will  help  create  what  will  be 
clearly  a  welfare  state  in  the  District  of  Columbia,  driving  out  our 
residential  tax  base  in  this  community. 

I  cannot  believe  that  anybody  here  who  has  a  genuine  interest 
in  the  District  of  Columbia  or,  for  that  matter,  the  Nation's  capital, 
the  capital  of  all  the  taxpayers  of  this  country,  would  want  that 
consequence.  If  one  seriously  looks  at  the  GAO  report  and  looks  at 
what  these  court  orders  could  do  if  they  take  precedence  over  our 
efforts,  be  assured  of  the  fact  that  will  be  a  consequence  both  for 
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the  citizens  of  the  District  of  Columbia  and  for  the  people  of  the 
United  States  of  America. 
[The  prepared  statement  of  Mayor  Kelly  follows:] 
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Statement  of  the  Honorable  Sharon  Pratt  Kelly 

Mayor  of  the  District  of  Columbia 

Before  the 

Committee  on  the  District  of  Columbia 

U.S.  House  of  Representatives 

July  14.  1994 
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GOOD  MORNfING  MR.  CHAIRMAN  AND  DISTINGUISHED  MEMBERS. 
IT  IS  A  PLEASURE  TO  BE  WITH  YOU  THIS  MORNING.  I  WELCOME 
THIS  OPPORTUNITY  TO  DISCUSS  THE  REAUTHORIZATION  OF  THE 
FEDERAL  FORMULA  PAYMENT. 

IT  HAS  BEEN  OVER  THREE  YEARS  SINCE  I  CAME  BEFORE  THIS 
COMMITTEE  TO  SUPPORT  THE  DIRECTION  YOU  WERE  CONSIDERING 
FOR  THE  FEDERAL  FORMULA  BILL  ,AND  TO  ENCOURAGE  YOU  TO 
GO  ONE  STEP  FURTHER  AND  ADOPT  THE  RIVLIN  COMMISSION 
RECOMMENDATION  SETTING  THE  FORMULA  AT  30  PERCENT  OF 
LOCALLY  GENERATED  REVENUE.   WITH  THE  COMMITTEE  'S 
SUPPORT,  THE  EXISTING  FEDERAL  PAYMENT  LEGISLATION  WAS 
ENACTED  SETTING  THE  FORMULA  AT  24  PERCENT  OF  LOCAL 
SOURCE  REVENUE. 

WE  CELEBRATED  THE  HISTORIC  ACCOMPLISHMENT  OF 
ESTABLISHING  A  FORMULA-BASED  FEDERAL  PAYMENT  TO  THE 
NATION'S  CAPITAL.   WE  ALL  AGREED  THAT  THE  FEDERAL 
PAYMENT  HAD  TO  KEEP  PACE  WITH  THE  EXPECTATIONS  AND 
DEMANDS  FOR  SERVICES  RELATED  TO  THE  FEDERAL 
GOVERNMENT'S  PRESENCE,  AS  WELL  AS  COMPENSATE  FOR  THE 
RESTRICTIONS  THE  HOME  RULE  CHARTER  PLACES  ON  THE 
DISTRICT'S  TAXING  AUTHORITY.  AND  OTHER  IMPEDIMENTS 
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BY  ADOPTING  THE  FORMULA-BASED  STRATEGY.  CONGRESS 
AGREED  THAT  THE  TIME  HAD  COME  FOR  A  FEDERAL  PAYMENT 
THAT  WOULD  BE  PREDICTABLE,  RATIONAL  AND  EQUITABLE.     THE 
PAYMENT  WOULD  PROVIDE  A  LEVEL  OF  ASSURANCE  TO  THE 
DISTRICT,  AS  WELL  AS  TO  WALL  STREET.     IT  ALSO  WOULD 
PROVIDE  THE  DISTRICT  WITH   A  DEPENDABLE  METHOD  ON  WHICH 
TO  DEVELOP  ITS  BUDGETS. 

I  SUPPORT  THE  INTENT  OF   BILL  H.R.  2902  AMENDING  THE  DISTRICT 
OF  COLUMBIA  SELF-GOVERNMENT  AND  GOVERNMENT 
REORGANIZATION  ACT  TO  REVISE  AND  MAKE  PERMANENT*  USE  OF 
THE  FORMULA.     THIS  BILL  ENDORSES  THE  PRINCIPLES  THAT: 

(1)  CONGRESS  SHOULD  PERMANENTLY  USE   A   FORMULA  TO 
DETERMINE  THE  DISTRICT'S  FEDERAL  PAYMENT; 

(2)  SUCH  A  FORMULA  SHOULD  BE  TIED  TO  THE  DISTRICT'S 
REVENUES; 

(3)  THERE  IS  A  NEED  TO  CLEARLY  DEFINE  THE  REVENUE  BASE  TO 
BE  USED  IN  THE  FORMULATION;  AND 

(4)  THE  CURRENT  FORMULA  PERCENTAGE  OF  24  PERCENT  IS 
INADEQUATE. 

iT  IS  IMPORTANT  TO  NOTE  THAT  AT  THE  BEGINNING  OF  HOME 
RULE  IN  1975,  THE  FEDERAL  PAYMENT  SHARE  OF  THE  TOTAL 
DISTRICT  APPROPRIATION  WAS  26.7  PERCENT.   TODAY,  THE  SHARE 
OF  THE  FEDERAL  PAYMENT  ONLY  REPRESENTS  19.8  PERCENT  OF 
THE  nSCAL  YEAR  1995  APPROPRIATION  REQUEST. 
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AS  ONE  OF  THE  DISTRICT'S  REVENUE  SOURCES,  THE  FEDERAL 
PAYMENT  PROVIDES  PART  OF  THE  SUPPORT  BASE  EACH  FISCAL 
YEAR  FOR  THE  DISTRICT'S  GOVERNMENT  FUNCTIONS,  OPERATIONS 
AND  SERVICE  DELIVERY.   THE  EFFECT  OF  THIS  REDUCTION  IN  THE 
FEDERAL  PAYMENT  AS  A  SHARE  OF  THE  DISTRICT'S 
APPROPRIATION  WAS  MASKED  BY  INCREASING  REVENUES 
GENERATED  BY  THE  UNPRECEDENTED  ECONOMIC  GROWTH 
EXPERIENCED  BY  THE  DISTRICT  DURING  THE  MID-1980S.   IN  RECENT 
YEARS  WE  HAVE  STRUGGLED  WITH  JUST  THE  OPPOSITE  SITUATION: 
A  STAGNANT  AND  DECLINING  ECONOMY  AND  REVENUE  BASE. 

ONE  OF  THE  MOST  IMPORTANT  ASPECTS  OF  A  SUFHCIENT  FEDERAL 
PAYMENT  IS  THAT  IT  IS  AN  ESSENTIAL  INGREDIENT  IN  THE 
IMPROVEMENT  OF  THE  DISTRICT'S  ECONOMY.   BECAUSE  OUR  TAX 
BASE  IS  UNUSUALLY  LIMITED  WHILE  OUR  URGENT  EXPENDITURE 
NEEDS  CONTINUE  TO  GROW,  WE  HAVE  HIGH  TAX  RATES.   THESE 
HIGH  TAX  RATES  DISCOURAGE  INDIVIDUALS  AND  FAMILIES  WHO 
MIGHT  LIVE  IN  THE  DISTRICT  AS  WELL  AS  BUSINESSES  THAT 
MIGHT  LOCATE  HERE.   THOSE  BUSINESSES  THAT  DO  LOCATE  HERE 
HAVE  AN  INCENTIVE  TO  ORGANIZE  SO  THAT  THEY  ARE  TAX  FREE 
WHENEVER  POSSIBLE  -  EITHER  BY  BECOMING  A  NOT-FOR-PROFIT 
OR  AS  AN  UNINCORPORATED  BUSINESS  WITH  MOST  OF  ITS  INCOME 
DERIVED  FROM  SERVICES.     AN  ADEQUATE  FEDERAL  PAYMENT  IS 
AN  ESSENTIAL  KEY  TO  ALLOWING  OUR  ECONOMY  TO  BE 
INCREASINGLY  COMPETITIVE. 
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THE  SIZE  AND  RELIABILITY  OF  THE  FEDERAL  PAYMENT  ARE 
CRITICAL  TO  THE  WELL-BEING  OF  OUR  CITIZENS  AND  OUR 
ECONOMY.   THESE  FACTORS,  ALONG  WITH  THE  ASSURANCE  THAT 
COUNCIL  OF  THE  DISTRICT  OF  COLUMBIA  AND  THE  MAYOR  WILL 
CONTINUE  TO  DECIDE  HOW  THE  PAYMENT  IS  SPENT,  ARE 
IMPORTANT  CONTRIBUTIONS  THAT  THE  CONGRESS  CAN  MAKE  TO 
THE  CONTINUED  IMPROVEMENT  OF  THE  DISTRICT'S  FINANCIAL 
HEALTH. 

AS  STATED  PREVIOUSLY,  I  WELCOMED  THE  GENERAL  ACCOUNTING 
OFHCE'S  REVIEW  OF  THE  DISTRICT'S  FINANCES.   I  WAS  THE  FIRST 
TO  RAISE  THE  ISSUE  OF  THE  DISTRICT'S  FINANCIAL  CONDITION 
WHEN  I  ARRIVED  AND  WAS  FACED  WITH  A  DEHCIT  OF  OVER  $300 
MILLION.   I  HAVE  BEEN  FORTHCOMING  THROUGH  MY  TIME  AS 
MAYOR  TO  INFORM  THE  COMMUNITY  AND  CONGRESS  OF  THE 
FINANCIAL  DIFHCULTIES  THE  DISTRICT  WAS  FACING  EACH  FISCAL 
YEAR.  THE  GAO  CONFIRMS  THE  CHALLENGES  THE  DISTRICT  HAS 
BEEN  FACING.   THE  GAO  REPORT  STATES  THAT 

*  THE  FY  1995  BUDGET  IS  BALANCED. 

*  ALL  PREVIOUS  YEARS  BUDGETS  WERE  BALANCED. 

*  THE  DISTRICT  MAY  REQUIRE  BORROWING  FROM  THE  U.S. 
TREASURY.   DESPITE  THIS  WARNING,  I  SAY  THERE  WILL  BE 
NO  U.S.  TREASURY  BORROWING. 

*  THERE  ARE  PROBLEMS  WITH  D.C.  GENERAL  HOSPITAL.     I 
IDENTIFIED  THAT  PROBLEM  A  YEAR  AGO  AND  WILL  TALK 
MORE  ABOUT  MY  ACTIONS  LATER  IN  MY  TESTIMONY. 
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*         MEDICAID  IS  A  PROBLEM.  THAT  IS  RIGHT;  A  YEAR  AGO,  ONfE 
OUT  OF  FIVE  D.C.  CITIZENS  WAS  A  MEDICAID  RECIPIENT,  NOW 
IT  IS  ALMOST  ONE  OUT  OF  FOUR.     I  HAVE  INITL\TED 
PROGRAM  REFORMS  TO  REDUCE  THE  TRENDS  IN  COST 
GROWTH  . 

ANOTHER  WAY  OF  LOOKING  AT  GAO'S  REPORT  ON  THE  DISTRICT'S 
FINANCIAL  CONDITIONIT  FURTHER  HIGHLIGHTS  SOME  OF  THE 
FINANCIAL  CHALLENGES  THAT  THE  DISTRICT,  OR  ANY  CITY  OR 
STATE  MUST  ADDRESS.  THE  RRST  REQUIREMENT  FOR  SOUND 
FINANCIAL  CONDITION  IS  A  COMFORTABLE  MATCH  BETWEEN 
RESOURCES  AND  SERVICE  REQUIREMENTS.   THERE  MUST  BE  A 
BALANCE  BETWEEN  THE  SERVICE  DELIVERY  REQUIREMENTS  OF 
THE  CITIZENS  AND  THE  GOVERNMENT'S  ABILITY  TO  GENERATE 
REVENUE  TO  MEET  THOSE  REQUIREMENTS.   CLEARLY  WE  DO  NOT 
HAVE  THE  DESIRED  MATCH  IN  THE  DISTRICT. 

I  HAVE  DISCUSSED  ON  SEVERAL  OF  MY  VISITS  THE  STAGGERING 
NUMBERS  OF  DISTRICT  RESIDENTS  RECEIVING  MEDICAID,  AID  TO 
FAMILIES  WITH  DEPENDENT  CHILDREN,  FOOD  STAMPS  AND  OTHER 
SERVICES.     WE  MUST  ALSO  CREATE  A  SUSTAINABLE  PRIVATE 
SECTOR  BASED  ECONOMY  WITH  JOBS  FOR  DISTRICT  RESIDENTS. 
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SINCE  BEING  ELECTED   MAYOR,  I  HAVE  OPENLY  SHARED  WITH  THE 
CONGRESS  AND  OUR  CITIZENS  MY  CONCERNS  ABOUT  BOTH 
BUDGET  AND  SERVICE  DELIVERY  GAPS.    ISSUES  RAISED  IN  THE 
GAO  REPORT  ABOUT  THE  FINANCIAL  CONDITION  OF  THE  DISTRICT 
REFLECT  THE  DISPARITY  BETWEEN  NEEDS  AND  RESOURCES  AND 
MIRROR  MY  CONCERNS  SINCE  TAKING  OFFICE.   WE  PERHAPS  DO 
DIFFER  IN  OUR  UNDERSTANDING  OF  WHAT  DIRECTION  A 
GOVERNMENT  MUST  TAKE  TO  IMPROVE  ITS  FINANCL^L  OUTLOOK. 
1  HAVE  COMMITTED  MYSELF  TO  CHANGING  OUR  FINANCIAL 
FUTURE  IN  WAYS  THAT  ARE  CONSISTENT  WITH  MY  BELIEF  THAT 
BUSINESS  AS  USUAL  CANNOT  BE  THE  RIGHT  ANSWER. 

BY  WAY  OF  EXAMPLE,  GAO  NOTES  THAT  D.C.  GENERAL  HOSPITAL 
DID  NOT  HAVE  ADEQUATE  CASH  TO  MANAGE  ITS  OPERATION.   THE 
DISTRICT'S  FINANCIAL  STATEMENTS  FULLY  DISCLOSED  THE 
INCREASINGLY  DDTICULT  FINANCIAL  POSITION  OF  THE  HOSPITAL. 
DUE  TO  THE  REPORTED  CHANGES  IN  THE  FINANCL^L  CONDITION 
OF  THE  HOSPITAL  OVER  THE  PAST  FEW  YEARS,  I 

*  PROVIDED  A  LONG  TERM  DEBT  REDUCTION  PLAN  TO  THE 
COUNCIL  WHICH  THEY  ENACTED, 

*  ASKED  COUNCIL  FOR  THE  RESPONSIBILITY  TO  ADDRESS  THE 
HOSPITAL'S  SOLVENCY, 

*  ESTABLISHED  A  HOSPITAL  EVALUATION  TEAM  TO 
COMPREHENSIVELY  EXAMINE  THE  HOSPITAL'S  OPERATIONS 
AND  FINANCES,  AND 

*  SUBMITTED  TO  THE  COUNCIL  A  17  POINT  MANAGEMENT 
PLAN  FOR  MAKING  THE  HOSPITAL  A  SOLVENT  OPERATION. 
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MY  UNDERSTANDING  OF  THE  DISTRICT'S  OVERALL  FINANCL\L 
CONDITION  AND  FULL  RANGE  OF  SERVICE  DELIVERY  NEEDS 
REQUIRES  A  DIFFERENT  SET  OF  SOLUTIONS: 

*  A  STABLE  AND  DEPENDABLE  REVENUE  BASE. 

*  INDEPENDENCE  TO  DEVELOP  AND  IMPLEMENT  POLICY 
AFFECTING  OUR  REVENUE  BASE  AND  RELATED  CONDITIONS 
IN  THE  COMMUNITY, 

*  CHANGES  IN  OUR  GOVERNANCE  STRUCTURE,  AND 

*  THE  INDEPENDENCE  TO  DETERMINE  AND  EXECUTE  COST 
SAVINGS  AND  REDUCTIONS  OPPORTUNITIES  AND  EVALUATE 
OPTIONS  IN  CONCERT  WITH  OUR  CITIZENS'  NEEDS. 

THE  DISTRICT'S  BUDGET  IS  BALANCED  FOR  FY  1994  AND  OUR 
ECONOMY  SHOWS  THE  EARLY  STAGES  OF  RECOVERY  FROM  THE 
RECESSION.     WE  STILL  FACE  TOUGH  CHALLENGES.   THE 
RECESSION  LASTED  A  VERY  LONG  TIME  AND  EVEN  IN  EARLY 
RECOVERY  MANY  ECONOMIC  PROBLEMS  REMAIN.   THE  DISTRICT 
OF  COLUMBL\  HAS  MADE  DECISIONS  NECESSARY  TO  BALANCE  THE 
NEEDS  OF  ITS  CITIZENRY  WITH  AVAILABLE  RESOURCES.   THE 
EXECUTIVE  AND  LEGISLATURE  OF  THE  DISTRICT  HAVE   MADE 
CLEAR  AND  JUDICIOUS  CHOICES  ARRIVED  AT  THROUGH  A 
DELIBERATIVE  PROCESS  CAREFULLY  WEIGHING  ALL 
CONSIDERATIONS. 
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ELECTED  OFFICIALS,  NOT  THE  COURTS  OR  SINGLE-INTEREST 
ADVOCACY  GROUPS,  ARE  IN  THE  BEST  POSITION  TO 
COMPREHENSIVELY  ANALYZE  THE  NEEDS  OF  THE  DISTRICT  AND 
DIVIDE  UP  THE  LIMITED  PIE  ACCORDINGLY.   THAT  IS  WHAT  HOME- 
RULE,  AND  MORE  FUNDAMENTALLY,  THE  DEMOCRATIC  PROCESS  IS 
ABOUT.   ADVOCACY  GROUPS  CAN-AND  DO-PARTICIPATE  IN  THE 
POLITICAL  AND  BUDGETARY  PROCESS. 

MUCH  PROGRESS  HAS  BEEN  MADE  DURING  MY  ADMINISTRATION 
TO  RADICALLY  IMPROVE  THE  DELIVERY  OF  CRITICAL  HUMAN 
SERVICES  TO  THE  MANY  CITIZENS  OF  THE  DISTRICT  IN  NEED  OF 
THESE  SERVICES.   MY  ADMINISTRATION  HAS  APPROACHED  THIS 
TASK  BY  PROVIDING  ADEQUATE  FUNDING  FOR  A  COORDINATED 
CONTINUUM  OF  CARE  OF  SERVICES.   THIS  COMPREHENSIVE 
APPROACH  TO  HUMAN  SERVICE  DELIVERY  IS  REFLECTED  IN  THE 
DISTRICT'S  BUDGET  BY  PROVIDING  ADEQUATE  FUNDING  TO  THE 
DEPARTMENT  OF  HUMAN  SERVICES  TO  PROVIDE  CONTINUUM  OF 
CARE  SERVICES  AS  OPPOSED  TO  SIMPLY  FUNDING  A  BUDGET  FOR  A 
SPECIFIC  COURT  DECREE.   IT  IS  THIS  INCLUSIVE  APPROACH  TO 
HUMAN  SERVICE  DELIVERY  THAT  WILL  ENABLE  THE  DISTRICT  TO 
MEET  ITS  OBLIGATION  TO  PROVIDE  HUMAN  SERVICES  AND 
THEREBY  COMPLY  WITH  COURT  DECREES  TO  WHICH  IT  IS  SUBJECT. 
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DURING  THE  KELLY  ADMINISTRATION,  THE  DISTRICT 
GOVERNMENT  HAS  CLOSED  A  $2  BILLION  BUDGET  GAP  AND  EACH 
YEAR  HAS  BALANCED  ITS  BUDGET  BY  TAKING  A  SIGNIFICANT 
NUMBER  OF  ACTIONS  SUCH  AS 

*  DEFERRING  EMPLOYEES  PAY  RAISES  FOR  THREE  YEARS, 

*  FURLOUGHING  DISTRICT  EMPLOYEES  FOR  12  DAYS, 

*  AGENCIES  REDUCING  SERVICES  TO  THE  COMMUNITY, 

*  LIMITING  THE  SCOPE  OF  PROGRAMS  (EG.  DRUG  TREATMENT 
AND  HOMELESS  PROGRAMS)  IN  THE  COMMUNITY, 

*  DOWNSIZING  OF  6,348  POSITIONS, 

*  IMPLEMENTING  MANAGExMENT  AUDITS  AND  PROGRAM 
REFORMS, 

*  MEDICAID  RESTRUCTURING,  AND 

*  PRIVATIZATION. 

ALL  OF  THESE  ACTIONS   HAVE  NOT  BEEN  WITHOUT  PAIN,  IN  FACT 
THESE  ACTIONS  HAVE  BEEN  VERY  PAINFUL  AND  HAVE  BEEN 
BORNE  BY  OUR  EMPLOYEES  AND  CITIZENS.     HOWEVER,  THESE 
ACTIONS  HAVE  PROVIDED  EXTRAORDINARY  SAVINGS.     AT  THE 
SAME  TIME,  THE  DISTRICT  HAS  ACCOMPLISHED  IMPROVEMENT  IN 
OUR   EMERGENCY  MEDICAL  RESPONSE,  POLICE  AND  FIRE 
ENHANCEMENTS,  REDUCTION  IN  THE  INFANT  MORTALITY  RATE, 
THE  IMPLEMENTATION  OF  A  COMPREHENSIVE  IMMUNIZATION 
PROGRAM  AND  A  YOUTH  INITIATIVE  TO  STEM  THE  TIDE  OF 
VIOLENCE  AMONG  OUR  CHILDREN. 
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TOO  OFTEN,  DESPITE  THE  DISTRICT'S  BEST  EFFORTS,  THE 
ASSESSMENT  OF  PROGRESS  IN  A  GIVEN  COURT  DECREE  FOCUSES 
ON  THE  IMPLEMENTATION  DEADLINE  INSTEAD  OF  ON  THE  FACT 
THAT  REFORMS  ARE  TAKING  PLACE  AT  A  STEADY  AND 
MEASURABLE  RATE.   BUDGET  SUFFICIENCY  IS  NOT  THE  ONLY 
CRITERIA  IN  ADDRESSING  COURT  ORDER  COMPLIANCE. 

THE  DISTRICT'S  FUTURE  ECONOMIC  DEVELOPMENT  IS  CLOSELY 
TIED  TO  OUR  TAX  BASE.   ONLY  A  COMPREHENSIVE  REVIEW  OF  TAX 
EXEMPTION  AND  POLICY  CONDUCTED  BY  LOCALLY  ELECTED 
OFHCL^LS  CAN  PRODUCE  EFFECTIVE  RESULTS  FOR  THE  ECONOMY 
AND  THE  TAX  PAYER.   I  DO  NOT  SUPPORT  A  PIECEMEAL  APPROACH 
AND  THE  SINGLING  OUT  OF  A  PARTICULAR  PIECE  OF  PROPERTY  AS 
IN  THE  FANNIE  MAE  EXAMPLE.   THE  ANTICIPATED  REVENUE 
BENEFIT  TO  THE  DISTRICT  OF  THAT  LEGISLATION  IS  WRONG,  AND 
IS  TREMENDOUSLY  OVERSTATED.   AS  WELL,  THE  SINGLE  COMPANY 
FOCUS  OF  THIS  LEGISLATION  SENDS  A  NEGATIVE  SIGNAL  TO 
PRESENT  D.C.  BUSINESSES  AND  ENCOURAGES  OUT  MIGRATION. 
PLEASE  NOTE  THAT  WHEN  CONGRESS  MAKES  DECISIONS  TO 
EXEMPT  CERTAIN  NON-FEDERAL  PROPERTIES  FROM  THE  DISTRICT'S 
PROPERTY  TAX,  IT  DISTORTS  OUR  TAX  BASE.  THE  DISTRICT 
SHOULD  HAVE  THE  AUTHORITY  TO  MAKE  ITS  OWN  DECISIONS 
ABOUT  WHICH  NON-FEDERAL  PROPERTIES  SHOULD  BE  SUBJECT  TO 
OUR  REAL  PROPERTY  TAX. 
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WE  CONTINUE  TO  ADDRESS  ALL  ISSUES  IN  A  COLLABORATIVE 
MANNER  WITHIN  THE  CONFINES  OF  THE  DISTRICT  GOVERNMENT. 
FOR  EXAMPLE,  THROUGH  A  COOPERATIVE  AGREEMENT  WITH  THE 
RETIREMENT  BOARD,  THE  DISTRICT  WILL  PROVIDE  ALL 
QUARTERLY  PENSION  PAYMENTS  DM  HSCAL  YEAR  1995.   I  WILL 
SUBMIT  AN  ACTION  PLAN  TO  THE  COUNCE.  SHORTLY  DETAILING 
THE  SOURCES  OF  THESE  FUNDS. 

THE  DISTRICT  HAS  STRUGGLED  TO  PULL  ITSELF  THROUGH 
DIFHCULT  nSCAL  CONDITIONS.   I  AM  PROUD  OF  MY  THREE  AND 
HALF  YEARS  PROTECTING  THE  CHILDREN,  SUPPORTING  OUR  NEEDY 
AND  STIMULATING  OUR  LOCAL  ECONOMY  TO  CREATE  JOBS.     MR. 
CHAIRMAN,  WE  NEED  AND  ARE  COUNTING  ON  THIS  COMMITTEE 
ANT)  YOUR  SUPPORT. 

THANK  YOU  FOR  THE  OPPORTUNITY  TO  APPEAR  BEFORE  YOU.   IF 
YOU  OR  COMMITTEE  MEMBERS  HAVE  ANY  QUESTIONS  OR  NEED 
FOR  FURTHER  INFORMATION,  WE  ARE  AVAILABLE  TO  RESPONT). 
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The  Chairman.  Mr.  Clarke. 

STATEMENT  OF  THE  HONORABLE  DAVTO  A.  CLARKE 

Mr.  Clarke.  Thank  you  very  much,  Mr.  Chairman.  I  am  pleased 
to  be  here  on  behalf  of  the  Council  of  the  District  of  Columbia  of 
which  I  am  the  Chairman. 

I  am  accompanied  by  Mr.  Artie  Blitzstein,  the  Budget  Director 
of  the  Council.  Present  in  the  audience  are  Council  Member  James 
Nathanson,  the  D.C.  City  Auditor,  Russell  Smith,  and  the  Budget 
Director,  Ms.  Carol  Meyers. 

I  am  pleased  to  be  here  to  speak  in  support  of  H.R.  2902,  the 
Federal  Payment  Formula  Revision  Act  of  1993.  The  bill  clarifies 
that  certain  nonappropriated  revenues  are  to  be  counted  when  cal- 
culating the  Federal  payment  to  the  city. 

I  speak  in  support  of  the  bill  because  it  is  a  step  in  the  right  di- 
rection. The  legitimacy  of  the  Federal  obligation  to  the  District  has 
long  been  accepted,  but  it  has  often  been  a  question  of  the  method 
by  which  the  dollar  amount  of  that  obligation  would  be  met  that 
has  faced  us. 

The  Congress  recently  passed  a  formula-based  approach  to  re- 
solving the  question  of  the  Federal  payment,  which  I  think  is  a 
great  improvement  upon  what  had  been  the  situation  over  decades 
preceding  the  1990's.  I  thank  the  Congress  for  doing  that.  The  bill 
that  you  have  presented,  Mr.  Chairman,  would  further  clarify  that 
in  the  right  direction. 

The  inescapable  fact  of  the  matter  is  that  the  Federal  Grovern- 
ment  does  not  pay  taxes  to  the  District  of  Columbia,  and  that  situ- 
ation commands  that  there  be  some  provision  for  the  Federal  Grov- 
ernment  being  here.  The  Federal  Government  brings  an  awful  lot 
to  the  city.  It  brings  workers  to  the  city.  But  it  also  creates  de- 
mands upon  the  city  as  well.  That  is  what  the  Federal  payment  is 
about. 

While  the  current  method  of  formulating  what  the  Federal  pay- 
ment would  be  is  based  upon  a  percentage  of  revenues  produced, 
I  would  note  that  we  are  at  that  point  where  it  is  appropriate  to 
consider  different  approaches  to  that  question.  I  would  suggest 
that,  as  the  Congress  goes  through  that  exercise,  it  look  at  examin- 
ing the  Federal  payment  in  terms  of  the  revenues  lost  to  the  city. 

There  have  been  calculations  made  as  to  how  much  we  have  lost. 
The  most  recent  calculations,  which  are  set  forth  in  my  statement, 
are  that  the  Federal  Government  would  be  paying  over  $2  billion 
a  year  if  it  were  paying  taxes  as  a  commercial  taxpayer  were  pay- 
ing them,  both  in  terms  of  taxes  on  land  and  the  taxes  on  income. 

I  am  not  proposing  here  that  the  Federal  Grovernment  provide  a 
Federal  payment  of  $2  billion  a  year.  My  point  is  that  if  the  Fed- 
eral Government  were  bearing  more  of  its  fair  share  of  the  admin- 
istration of  the  District  of  Columbia  then  the  rates  for  everybody 
would  be  lower.  We  are  seriously  disadvantaged  in  the  District  of 
Columbia  from  seeking  to  expand  the  tax  base  of  the  city  in  the 
ways  that  it  should  be  expanded. 

Our  taxpayers,  and  particularly  our  commercial  taxpayers,  have 
to  pay  an  extraordinary  tax  in  the  District  of  Columbia  that  is  not 
fair,  I  submit,  g^ven  that  the  predominant  industry,  if  you  allow  me 
to  use  that  word,  in  this  city  is  government.  When  the  predominant 
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industry  in  any  jurisdiction  fails  to  pay  a  fair  share,  then  the  effect 
is  negative  on  the  other  taxpayers  and  winds  up  prohibiting  the 
kinds  of  pushes  to  the  future  that  need  to  be  made. 

We  have  in  our  fiscal  year  1995  budget  passed  by  the  Council  a 
provision.  Given  what  happened  yesterday,  I  don't  know  that  it  will 
survive  very  well,  but  we  put  a  provision  in  there  for  $2  million, 
I  believe  to  be  set  aside  for  tax  incentives  for  economic  development 
in  the  city. 

That  provision  was  in  there  not  to  be  spent  for  any  purpose.  It 
was  in  there  to  be  provided  for  us  to  reduce  taxes  in  certain  areas 
in  order  to  encourage  economic  development  so  that  we  could  build 
a  base  so  that  that  base  could  produce  some  taxes  coming  through 
a  vibrant  economy  in  the  city.  We  want  to  go  forward  with  that 
kind  of  aggressive  approach  to  economic  development,  but  part  of 
that  ought  to  also  involve  the  major  industry  in  the  city  paying  its 
fair  share. 

I  will  leave  with  the  materials  that  I  have  given  to  you  the  delin- 
eation of  that  $2,041  billion  as  to  how  it  was  computed  by  the  De- 
partment of  Finance  and  Revenue. 

I  also  want  while  I  am  here  to  support  the  proposal  that  you 
have  put  forward,  Mr.  Chairman,  with  respect  to  the  H.R.  3861, 
which  would  allow  the  District  of  Columbia  to  tax  the  Fannie  Mae 
and  Sallie  Mae  corporations.  A  resolution  has  been  introduced  in 
the  City  Council  by  Council  Member  John  Ray  to  request  that  the 
Council  remove  this  restriction.  I  intend  to  present  that  proposed 
resolution  to  the  Council  when  it  returns  from  its  recess.  Hopefully, 
the  whole  Council  will  join  me  in  supporting  the  proposal  that  you 
have  presented. 

That  could  produce  revenues  as  high  as  $295  million  per  year. 
However,  I  would  hope  that  it  might  be  used  not  just  to  do  that 
but,  as  I  spoke  with  respect  to  the  Federal  payment,  to  lower  our 
tax  rates  in  the  city  so  as  to  encourage  more  economic  develop- 
ment. 

Mr.  Chairman,  you  asked  that  I  respond  to  the  GAO  study  on 
the  financial  status  of  the  city.  First,  I  want  to  say  that  I  found 
the  report  to  be  useful  and  plan  to  employ  its  analysis  and  findings 
in  our  budget  review  processes. 

I  must  say,  however,  that  the  Council  has  previously  applied 
many  of  the  techniques  and  research  methods  which  the  GAO 
used,  including  analyzing  payrolls  to  determine  employee  head 
count,  using  the  comparison  of  final  budget  to  actual  spending  to 
determine  the  adequacy  or  inadequacy  of  a  budget  request,  and  ex- 
amining the  adequacy  of  a  revenue  forecast  through  the  compari- 
son of  estimates  to  actuals. 

Therefore,  I  didn't  find  the  results  of  the  GAO  study  terribly  sur- 
prising. There  are  existing  problems,  and  there  are  potential  prob- 
lems. The  GAO  performed  a  service  by  quantifying  these  concerns. 

I  have  already  held  a  public  hearing  in  the  Cfouncil  on  the  study. 
At  that  hearing,  I  extracted  some  promises  from  the  executive 
branch.  First,  we  have  got  a  promise  from  the  Chief  Financial  Offi- 
cer that  the  Mayor  will  provide  the  Council  with  a  revised  fiscal 
year  1995  cash  flow  statement  by  August  15  which  reflects  full 
payments  to  the  pension  board  and  increased  revenues  to  make 
those  payments  and  keep  us  in  the  black. 
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Second,  the  executive  branch  has  agreed  that  it  will  now  respond 
to  the  requirements  of  the  Financial  Accountability  Act  that  we 
have  passed  in  the  Council,  which  calls  for  submission  of  budget 
modifications  to  the  Council  to  close  any  identified  budget  gap  for 
fiscal  year  1995. 

The  executive  branch  indicated  that  such  a  submission  would 
occur  in  October.  At  that  time,  budget  changes  along  with  revenue 
changes  may  be  requested.  I  am  prepared  to  lead  the  Council  in 
a  comprehensive  yet  swift  reaction  to  the  executive's  request  so  as 
to  keep  our  budget  balanced. 

The  act  called  for  the  presentment  of  a  budget  modification. 
Under  the  charter,  however,  the  Council  itself  cannot  initiate  a 
budget  change.  It  must  be  presented  by  the  executive.  Unless  and 
until  that  occurs,  we  cannot  go  forward  with  it. 

However,  we  did  extract  that  promise  in  the  hearing  on  the  GAO 
report  that  that  would  be  forthcoming  at  the  very  beginning  of  the 
fiscal  year.  So  we  look  forward  to  being  able  to  deal  with  the  many 
questions  at  that  time  that  the  official  framework  that  the  charter 
has  provided. 

Third,  in  response  to  the  Council's  questioning  of  the  possible 
violations  of  the  District's  reprogramming  law  by  its  failure  to  com- 
mit reprogramming  requests  to  the  Council,  the  executive  has 
agreed  to  examine  this  practice  for  possible  violations  and  report 
back  to  us.  At  the  oversight  hearing,  the  District  of  Columbia  Audi- 
tor appeared — as  I  indicated,  the  Auditor  is  present  here  today — 
about  a  study  that  his  office  conducted  on  the  District's  budgetary 
controls. 

Mr.  Smith  is  the  new  District  of  Columbia  Auditor.  He  has  be^n 
working  aggressively  and  he  has  recommended  several  things.  Con- 
gressman Bliley  referred  to  his  recommendations  earlier. 

The  auditor  recommended  that  District  law  should  be  amended 
to  clarify  that  the  District's  Chief  Financial  Officer  report  directly 
to  the  Mayor,  which  she  doesn't  now  do.  She  reports  to  the  Mayor, 
but  it  is  not  a  direct  relationship  in  the  sense  that  the  administra- 
tion of  many  of  the  components  of  the  government  that  affect  the 
finances  are  under  the  City  Administrator. 

The  District  Council  should  appropriate  the  entire  gross  budget. 
The  District  government  should  adopt  a  performance  budget  which 
presents  goals  and  objectives  with  spending  levels.  The  District 
should  adopt  a  local  antideficiency  law  with  sanctions.  The  execu- 
tive branch  should  report  monthly  to  the  Council  on  spending  and 
revenue  trends.  The  reprogramming  law  should  be  reviewed  and 
rewritten.  The  city's  financial  management  system  should  be  re- 
evaluated and  updated. 

I  have  asked  the  auditor  to  work  with  the  Council  staff  to  put 
into  draft  legislation  the  recommendations  that  he  has  made  to  us, 
and  I  will  introduce  that  into  the  City  Council. 

The  Council  has  always  stood  ready  to  make  the  difficult  deci- 
sions. We  have  raised  taxes.  We  have  cut  budgets.  We  have 
downsized  governments. 

In  the  recent  budget  cycle  that  the  Council  went  through  in  Feb- 
ruary or  March  of  this  year  for  fiscal  year  1994,  we  cut  $84  million 
out  of  the  budget  request.  That  was  for  a  6-month  period  of  time. 
Extrapolated  over  a  year,  that  would  have  been  a  $160  million  cut. 
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Over  a  2-year  period  we  raised  $57  million  in  taxes.  While  we 
think  that  was  an  improvement  over  the  request  that  had  been 
presented  to  us  for  a  $105  million  tax  increase  over  that  time,  it 
nevertheless  was  a  courageous  act  by  members  of  the  City  Council 
during  a  political  year  to,  one,  cut  the  budget  and,  two,  raise  the 
taxes  in  order  to  put  the  fiscal  year  1994  and  fiscal  year  1995 
budgets  in  order. 

Most  of  that  effort  in  fiscal  year  1994  was  directed  to  restoring 
the  previously  budgeted  payments  for  the  pension  fund.  It  has  been 
proposed  to  us  that  we  not  do  that.  The  Council  refused  to  not 
budget  for  that,  and  we  did  budget  for  it.  However,  the  Council 
writes  the  budget.  We  don't  write  the  checks.  We  did  what  we 
could  do  with  respect  to  that. 

Based  upon  biting  the  bullet  and  making  hard  decisions  in  the 
year  of  the  problem,  we  saw  a  bright  future  for  fiscal  year  1995. 
We  were  able  to  include  in  the  fiscal  year  1995  budget  the  tax  in- 
centive notion  that  I  just  Spoke  to  you  about.  We  were  able  to  put 
in  a  rainy  day  fund,  something  that  has  never  been  in  the  District 
of  Columbia  budget  before. 

I  am  not  sure  that  I  understand  Congress'  exempting  the  rainy 
day  fund  from  the  $150  million  cut  that  it  ordered  yesterday  be- 
cause it  sure  appears  to  us  and  to  Congress  now  that  1995  is  going 
to  have  a  lot  of  rain,  and  that  is  why  the  fund  was  really  put  in 
there,  for  a  rainy  day,  but  the  Council  did  do  that.  It  also  went 
along  the  Mayor  and  increased  the  cash  allowance  in  the  fiscal 
year  1995  budget. 

Just  this  month,  we  cut  the  executive's  proposed  capital  borrow- 
ing by  $50  million  because  we  feared  that  the  amount  that  had 
been  requested  would  cause  overspending  in  the  debt  service  budg- 
et. 

We  have  taken  all  of  these  steps,  despite  the  fact  that  the  char- 
ter puts  the  Council  primarily  in  a  reactive  position.  We  have  tried 
to  use  every  facility  that  we  have  available  to  us  to  be  involved 
with  the  city's  finances  to  be  involved  with  its  budgets. 

I  did  indicate  before,  and  I  can  reiterate  now,  that  under  the 
structure  of  government,  as  provided  under  the  Home  Rule  Act  en- 
acted by  the  Congress,  we  do  the  budget  writing.  We  don't  do  the 
check  writing,  but  we  certainly  ask  questions,  and  we  pursue  with 
a  vigilance  the  truth  and  the  information  necessary  to  make  the 
decisions  that  we  are  entitled  to  make. 

I  thank  you  very  much  for  the  opportunity  to  be  here  and  will 
respond  to  any  questions. 

[The  prepared  statement  of  David  A.  Clarke  follows:] 
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Mr.  Chairman  and  other  distinguished  members  of  this  subcommittee,  I  am  David 
A.  Clarke,  Chairman  of  the  Council  of  the  District  to  Columbia.  I  am  pleased  to  appear 
before  you  on  behalf  of  the  Council  to  speak  in  support  of  H.R.  2902,  the  "Federal 
Payment  Formula  Revision  Act  of  1 993" 

This  bill  clarifies  that  certain  "non-appropriated"  revenues  are  to  be  counted  when 
calculating  the  federal  payment  to  the  District.  While  the  list  of  revenues  to  be  included 
could  be  longer  and  more  inclusive,  I  speak  in  support  of  the  bill  because  it  is  a  step  in 
the  right  direction. 

The  legitimacy  of  the  federal  obligation  to  the  District  has  been  long  accepted. 
But,  as  H.R.  2902  recognizes,  the  District  and  the  Federal  government  have  differed  on 
the  method  to  determine  the  dollar  amount  of  that  obligation.  Your  bill  moves  us  closer 
to  a  mutually  acceptable  method. 

Let  me  make  it  clear  from  the  outset  that  I  am  cognizant  of  the  fact  that  the 
District  benefits  from  the  federal  presence  in  many  ways.  The  federal  government 
provides  jobs  for  our  citizens  directly,  and  indirectly  through  tourism,  conventions  and 
other  attractions  of  the  nation's  capital.  Also,  to  a  large  extent  the  cultural  life  of  our 
city  is  greatly  enhanced  as  a  result  of  the  federal  presence. 
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Still,  it  is  important  to  remember  that  the  Federal  government  does  not  pay  taxes 
to  the  District.  Yet,  about  44%  of  all  real  property  in  the  District  is  not  taxable  as  a 
result  of  the  federal  presence  either  because  it  belongs  to  the  Federal  government  or 
because  it  belongs  to  foreign  governments  or  other  organizations  exempted  by  acts  of 
Congress.  At  the  same  time,  all  of  these  institutions  rely  on  services  provided  by  the 
District  government. 

The  federal  payment  is  not  a  subsidy  of  the  District  government  or  a  gift  from  the 
Federal  government.  Instead  the  payment  is  compensation  to  the  District  for  the 
extraordinary  impact  of  the  federal  presence.  The  federal  presence  falls  particularly 
hard  on  our  police  and  fire  budgets. 

in  fact,  if  the  federal  government  were  a  taxpaying  commercial  enterprise  and 
unable  to  restrict  our  taxing  authority,  the  revenues  generated  to  the  District 
government  would  not  only  be  far  greater,  but  also,  most  importantly,  be  fair. 

The  hard  truth  is  that  the  Federal  government  places  on  the  shoulders  of  others 
its  fair  share  of  the  City's  taix  burden.  Let's  examine  just  this  fiscal  year.    The  federal 
payment  is  $647.9  million.  Yet,  we  estimate  that  the  District  will  forego  $2  billion  in 
revenues.  Badly  needed  revenue,  I  might  add. 

Thus,  through  the  federal  payment,  the  Federal  government  paid  31  per 
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cent--just  31  per  cent--of  what  it  would  be  required  to  pay  if  it  were  a  taxpayer  and 
unable  to  interfere  in  our  revenue-raising  efforts. 

Let's  examine  the  foregone  revenue  in  more  detail: 

1 .  Revenues  lost  because  of  exemptions  from  property  taxes  (in  millions): 

a.  $448.1  -  federal  real  estate 

b.  $76.3  -  other  exemptions 

c.  $54.8  -  federal  and  other  personal  property 

2.  Revenues  lost  due  to  federal  restrictions  on  taxing  authority: 

a.  $1 ,397  -  non-resident  individual  income  tax 

b.  $9.4     -  Presidential  appointees  &  Congressional  employees 

3.  Other  revenues  lost  due  to  federal  presence: 

a.  $24.8  -  diplomatic  exemptions 

b.  $30.6  -  taxation  of  military 
TOTAL  -  $2,041  billion  dollars  in  lost  revenues.* 

'Department  of  Finance  and  Revenue 

While  I  would  be  the  first  to  say  that  the  Federal  government  should  pay  its  fair 
share,  I'm  not  suggesting  that  it  should  pay  two  billion  dollars.  But,  its  fair  share  alone 
would  make  a  significant  difference  to  the  economy  of  the  District.  If  the  Federal 
government  were  to  pay  its  fair  share,  we  would  have  enough  revenue  to  permit  us  to 
lower  taxes  paid  by  our  residents 
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and  local  businesses. 

Lower  tax  rates  would  stimulate  economic  development  and  further  expand  our 
tax  base.  The  benefits  would  ripple  throughout  our  economy  and  the  tax  rates  could  go 
even  lower,  and  allow  even  more  tax  relief  to  our  overburdened  taxpayers. 

Instead,  the  inadequacy  of  the  federal  payment  is  strangling  the  District.  The 
problem  is  compounded  as  the  District  turns  to  its  citizens  and  its  business  community 
for  increased  taxes  creating  a  disincentive  to  live  and  work  here.  This,  in  turn, 
artificially  constrains  the  growth  of  the  District's  tax  base. 

Because  our  tax  base  is  restricted  by  this  artificial  contraint,  we  have  had  to  raise 
the  rate  on  a  multitude  of  taxes,  on  every  imaginable  item,  including: 

o       property  taxes 

o       income  taxes 

o       liquor  taxes 

o       cigarette  taxes 

o        gasoline  taxes 

o       taxes  on  restaurant  meals 

o       taxes  on  hotel  room  use 
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o        taxes  on  transfers  of  real  properly 

o        sales  taxes  on  real  property  services,  and  even  the 

0  sales  taxes  on  data  processing  services! 

and,  our  rates  are  higher  than  nearly  any  other  jurisdiction  in  the  country. 

And  adequate  federal  payment  would  allow  the  District  to  reduce  some  of  these 
rates  which  would  make  us  more  competitive  with  our  neighbors.  With  a  proper  federal 
payment  we  could  restore  the  economic  vitality  of  the  city. 

In  the  context  of  the  federal  restrictions  on  our  taxing  power  Mr.  Chairman,  I 
would  like  to  inform 

you  that  I  will  be  asking  the  council  to  pass  a  resolution  introduced  in  the  Council  by 
Councilmember  John  Ray  requesting  that  Congress  remove  the  restriction  against  local 
income  taxation  of  Fannie  Mae  and  Sallie  Mae.  The  proposed  council  resolution 
supports  passage  of  your  Bill,  H.R.  3861 ,  which  allows  the  District  to  tax  these  two 
businesses  and  simultaneously  requires  that  they  maintain  their  principal  offices  in  the 
District. 

1  personally  endorse  your  bill.  Estimates  of  the  revenue  potential  from  this 
change  range  as  high  as  $295  million  per  year  at  current  tax  rates.  However, 


in  the  event  that  your  legislation  is  approved,  it  may  well  be  that  we  might 
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choose  to  lower  our  rates  in  an  effort  to  spur  economic  development. 

Mr.  Chairman,  you  asked  that  I  respond  to  the  GAO  study  of  the  financial  status 
of  the  District.  First,  I  found  the  report  to  be  useful  and  plan  to  employ  its  analysis  and 
findings  in  our  budget-review  process.  I  must  say,  however,  that  the  Council  has 
previously  applied  many  of  the  techniques  and  research  methods  which  the  GAO  used, 
including: 


1 .  analysing  payrolls  to  determine  an  employee  head  count 

2.  using  a  comparison  of  final  budget  to  actual  spending  to  determine  the  adequacy  (or 
inadequacy)  of  a  budget  request 

3.  examining  the  accuracy  of  revenue  forecasts  through  a  comparison  of  estimates 
to  actuals 

Therefore,  I  did  not  find  the  results  of  the  GAO  study  terribly  surprising.  There 
are  existing  problems  and  there  are  potential  problems.  The  GAO  performed  a  service 
by  quantifying  these  concerns. 

I  have  already  held  a  public  hearing  on  the 


study.  At  that  hearing  I  extracted  these  promises  from  the  Executive  Branch.  First,  the 
Mayor  must  provide  the  Council  with  a  revised  Fiscal  Year  1 995  cash  flow  statement  by 
August  1 5  which  reflects  full  payments  to  the  Pension  Board 
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and  increased  revenues  to  pay  those  payments  and  keep  us  in  the  black. 

Second,  the  Executive  Branch  agreed  that  it  will  now  respond  to  the  requirements 
of  the  Financial  Accountability  Act  which  calls  for  the  submission  of  budget 
modifications  to  the  Council  to  close  any  identified  budget  gap  for  Fiscal  Year  1995. 


The  Executive  Branch  indicated  that  such  a  submission  would  occur  in  October. 
At  that  time,  budget  changes  along  with  revenue  changes  may  be  requested,  and  I  am 
prepared  to  lead  the  Council  in  a  comprehensive,  yet  swift,  reaction  to  the  Executive's 
request  so  as  to  keep  our  budget  in  balance. 

Third,  in  response  to  the  Council's  questioning  about  possible  violations  of  the 
District's  reprogramming  law  by  its  failure  to  submit  reprogramming  requests  to  the 
Council,  the 


Executive  agreed  to  examine  their  practice  for  possible  violations  and  report  back  to  us. 

Also,  at  the  oversight  hearing,  the  District  of  Columbia  Auditor  presented 
testimony  about  a  study  his  office  conducted  on  the  District's  budgetary  controls. 

Based  on  the  study,  the  Auditor  recommended  that: 
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1 .  District  law  should  be  amended  to  clarify  that  the  city's  chief  financial  officer 
report  directly  to  the  Mayor. 

2.  the  District  Council  should  appropriate  the  entire 


gross  budget. 

3.      the  District  government  should  adopt  a  performance  budget  which  presents  goals 
and 


objectives  with  spending  levels. 

4.  the  District  should  adopt  a  local  anti-deficiency  law. 

5.  the  Executive  Branch  should  report  monthly  to  the  Council  on  spending  and 
revenue  trends. 

6.  the  Reprogramming  Law  should  be  reviewed  and  rewritten,  and 

7.  the  City's  financial  management  system  should  be  reevaluated  and  updated. 
I  have  asked  the  Auditor  to  work  with  Council 


staff  to  draft  proposed  legislatton  to  accomplish  these  goals. 

The  Council  of  the  District  of  Columbia  has  always  stood  ready  to  make  the 
difficult  decisions.  We  have  raised  taxes.  We  have  cut  budgets.  We  downsized 
government.  Just  this  month  we  cut  the  Mayor's  proposed  capital 
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borrowing  by  $50  million  because  we  feared  that  the  amount  she  wanted  to  borrow 
would  cause  overspending  in  the  debt  service  budget. 

We  have  taken  these  steps  despite  the  fact  that  the  Charter  puts  the  Council 
primarily  in  a  reactive  position. 


Let  me  emphasize  that  the  Mayor  develops  the  budget  and  sends  the  budget  to 
the  Council.  The  Council  cannot  propose  the  budget,  and  we  can  not  act  until  the 
Mayor  initiates  the  budget  process. 

Once  the  budget  is  before  us,  we  use  all  our  powers  to  fashion  a  fiscally  responsible 
budget.  It  was  the  Council  who  rejected  the  Mayor's  proposal  to  shift 


the  legally  mandated  pension  payments  from  1 994  to  1 995.  While  the  Executive 
Branch,  which  writes  the  checks,  chose  to  not  make  those  payments  this  year,  the 
Council  made  hard  decisions  (budget  cuts  and  tax  increases)  to  at  least  keep  the 
accounting  of  those  payments  where  they  belonged:  in  1994. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  you  today. 

Thank  you. 
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The  Chairman.  I  want  to  thank  you  both. 

I  just  wanted  to  suggest  at  the  outset — and  I  hope  the  clerk  will 
start  the  clock  here — that  I  don't  find  fault  much  of  a  useful  con- 
cept in  dealing  with  what  we  have  to  deal  with.  There  is  no  ques- 
tion that  there  is  a  cash  problem  in  the  District,  and  there  is  no 
question  that  at  some  point  the  Federal  Grovernment  will  be  called 
on  to  help.  Indeed,  we  may  be  called  on  in  an  emergency,  and  I 
don't  think  anybody  suspects  that  we  would  not  honor  that  request 
as  we  have  in  the  past.  It  would  not  be  easy,  and  it  would  not  be 
popular. 

A  couple  of  things  come  to  mind.  We  have  heard  them  many 
times  before — the  idea,  for  instance,  of  non-Federal  properties.  I 
look  at  the  list.  You  could  raise  about  $72  million  a  year  if  you 
taxed  the  10  highest — George  Washington  and  International  Bank, 
Georgetown,  Howard,  American  University,  Washington  University 
Hospital  Center,  Washington  Hospital  Center,  the  Interamerican 
Development  Bank,  the  National  Cathedral,  and  National  (Geo- 
graphic. 

If  you  put  them  on  the  tax  rolls  you  would  raise  maybe  $72  mil- 
lion a  year.  If  you  want  to  request  that  of  Congress,  give  us  the 
list  of  the  ones  that  you  want.  I  would  be  glad  to  cariy  the  legisla- 
tion. I  am  not  so  sure  that  I  will  win.  Certainly  in  California  we 
don't  tax  hospitals  and  churches,  but  it  is  worthy  of  consideration. 
I  would  be  glad  to  carry  it. 

Mr.  Clarke,  you  suggest  that  the  revenues  lost  because  of  prop- 
erty tax  exemptions  are  about  $580  million.That  is,  give  or  take  for 
windage,  about  what  the  Federal  payment  is.  I  would  stipulate 
that  is  what  we  ought  to  be  doing.  I  could  build  a  formula,  if  we 
could  figure  out  how  to  assess  a  bond  like  this  in  a  realistic  term, 
and  give  you  the  real  estate  taxes  on  it,  and  we  could  call  it  quits. 

The  issue  of  the  nonresident  tax  I  just  believe  is  one  that,  while 
it  is  certainly  a  matter  of  equity,  I  think  it  is  politically  unrealistic. 
We  all  well  know  how  Virginia  would  feel  and  Maryland  would  feel 
about  this.  Again,  it  seems  to  me  that  to  suggest  that  as  a  solution 
to  problems  is  playing  with  fantasy  because  the  political  realities 
are  such  that  it  is  not  going  to  happen. 

The  Chair  would  entertain  thoughts  like  enterprise  zones,  find- 
ing ways  to  create  incentives  for  people  who  both  work  and  operate 
their  business  here,  deal  with  something  similar  to  the  tax  base  or 
tax  structure  that  Puerto  Rico  has.  There  are  a  whole  lot  of  ap- 
proaches. 

You  suggest  it  is  $1.4  billion  in  nonresident  taxes.  My  guess  is 
that  you  have  to  give  reciprocity.  If  I  paid  D.C.  income  tax  on  my 
salary  here,  you  would  have  to  give  me  credit  for  what  I  pay  to 
California  where,  by  law,  I  must  remain  a  resident. 

I  would  suspect  that  for  the  District  to  exist  with  its  neighboring 
States,  they  would  have  to  do  it.  I  don't  know  what  the  net  result 
to  the  District  would  be,  but  I  don't  think  it  would  be  anywhere 
near  $1.4  billion.  Some  of  that  would  be  lost  through  reciprocity. 
But  I  don't  think  it  is  realistic.  Again,  that  seemed  to  be  the  solu- 
tion. 

You  touch  on  a  very  good  point.  As  I  said  earlier,  there  is  no  rea- 
son that  the  Smithsonian  or  the  Members  of  Congress  who  eat 
their  lunch  downstairs  shouldn't  pay  their  sales  tax  Tike  everybody 
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else.  If  you  go  to  New  York  and  you  buy  a  T-shirt  at  the  MetropoH- 
tan  Museum  of  Art,  you  pay  a  sales  tax  on  the  T-shirt.  There  is 
no  good  reason  why  you  shouldn't  have  revenue  from  the  hundreds 
of  thousands  of  tourists  that  troop  through  the  Mall  every  year.  I 
have  no  quarrel  with  that. 

Your  suggestion,  Mr.  Clarke,  of  antideficiency  legislation  is  mov- 
ing in  the  right  direction.  It  is  something  that  perhaps  you  should 
do.  If  we  could  help,  I  would  be  happy  to. 

The  Ginnie  Mae  thing  makes  a  lot  of  sense,  but  it  is  something 
that  I  think  has  two  parts.  One,  you  have  asked  for  it.  That  is  fine. 
I  would  rather  proceed  that  way.  We  could  see  what  we  could  do 
about  that  and  it  seems  a  matter  of  fairness  and  equity. 

I  would  suggest  that  the  climate,  given  yesterday's  Floor  action, 
might  not  be  exactly  the  best.  But  I  think  it  is  doable,  and  I  think 
it  is  fair,  and  I  think  I  could  impose  on  my  colleagues  in  the  sense 
of  equity  that  if  those  institutions  were  located  in  any  other  State, 
they  would  pay  taxes.  How  much  is  something  that  we  could  nego- 
tiate, but  you  are  absolutely  right.  You  should  not  be  denied  those 
sources  of  revenue.  This  committee,  I  would  pledge,  will  work  with 
the  Mayor  and  the  Council  to  see  that  we  could  do  that. 

I  don't  want  to  get  into  any  intergovernmental  differences  that 
the  executive  branch  might  have  with  the  legislative  branch.  We 
have  enough  of  them  here,  and  I  am  sensitive  to  that,  but  I  do 
think  that  we  have  to  proceed. 

That  is  not  a  question  of  what  I  think.  It  is  a  question  of  my  per- 
ception of  what  it  is  going  to  take  when  your  best  advocates,  the 
distinguished  Delegate  from  the  District,  the  distinguished  Chair  of 
the  House  Appropriations  Committee  on  the  District  of  Columbia, 
and  indeed  your  advocates  in  the  other  body,  want  to  help. 

But  we  have  got  problems.  I  don't  think  it  is  fair,  and  I  think 
often  it  is  a  cheap  shot  to  beat  up  on  people's  particular  interests 
and  use  the  District  on  the  floor  to  get  a  lot  of  testimony  or  get 
a  lot  of  speeches  that  don't  relate  to  your  fiscal  problems. 

But  you  started  in  the  right  direction  today.  It  is  not  what  is  be- 
hind us.  The  fact  is  that  there  is  a  couple  of  hundred  million  cash, 
not  necessarily  budget  shortfall,  coming  up,  and  it  has  got  to  be  ad- 
dressed. I  don't  envy  you  guys. 

We  have  to  make  those  decisions.  We  have  a  health  reform  bill, 
and  we  have  people  screaming  at  us,  saying  that  employees  are 
going  to  have  to  pay  40  cents  an  hour,  and  I  would  think  that  we 
were  going  to  kill  every  small  business  in  the  country  by  making 
them  do  what  is  the  right  thing. 

You  have  the  same  problem.  We  will  help.  We  will  take  small 
bites  at  it,  and  I  hope  that  we  can  continue  to  work  together  to  do 
it. 

Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Mayor,  you  came  to  see  me  shortly  after  you  were  elected  and 
you  asked  for  help.  You  asked  for  $100  million  in  emergency  sup- 
plemental funds.  We  went  to  work,  and  we  got  you  the  money. 

You  said — and  you  were  right — that  you  needed  a  fixed  formula 
for  Federal  payment  so  you  would  know  how  to  budget.  We  went 
to  work,  and  we  got  you  that. 
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You  then  said  that  you  inherited  $300  milHon-plus  of  debt  that 
was  being  constantly  rolled  over,  and  you  wanted  a  one-time  au- 
thority to  do  that.  With  much  misgivings  on  my  side  of  the  aisle, 
we  were  able  to  persuade  Senator  Roth  and  the  President  to  ap- 
prove it. 

You  then  asked  for  authority  to  make  midyear  corrections  if  nec- 
essary in  the  school  board  budget,  which  you  hadn't  had  before — 
and  we  got  you  that. 

You  said  with  these  tools  you  were  ready  to  go  to  work  and  take 
care  of  the  problems  of  the  city. 

What  happened.  Mayor?  Three  years  later  we  are  back,  and  we 
have  got  the  problems  back  here  before  us. 

Mayor  KELLY.  Well,  I  do  appreciate  your  help,  Mr.  Bliley,  on  all 
of  those  points. 

Of  course,  as  we  know,  the  general  recovery  bond,  you  had  to 
give  us  authority,  but  it  indeed  is  our  debt  to  resolve  the  deficit 
that  we  inherited  sadly  from  the  Federal  Government.  It  did  limit 
the  number  of  occasions  that  we  had  to  go  into  the  market  for 
short-term  TRANs  as  it  were,  and  it  did  achieve  that  purpose. 

Indeed,  the  same  thing  with  respect  to  the  formula  Federal  pay- 
ment. It  has  been  helpful.  It  has  not  been  as  pure  as  was  originally 
hoped,  but  it  has  surely  been  helpful. 

The  District  of  Columbia,  as  the  GAO  report  highlights,  has  been 
able  to  reduce  all  of  her  municipal  services.  There  have  been  sub- 
stantial reductions  in  all  of  the  things  that  are  within  our  control. 

The  issue  that  is  driving  the  cost  of  the  District  of  Columbia  hap- 
pened to  be  federally  mandated,  primarily,  programs,  particularly 
Medicaid.  That  is  the  cost  cruncher  for  the  District. 

It  is  exacerbated  that  much  further  by  virtue  of  the  fact  that  the 
District  over  the  last  15  years  is  continuing  to  lose  much  of  her  res- 
idential tax  base.  In  that  the  District  of  Columbia  doesn't  have  au- 
thority for  the  reciprocal  income  tax,  having  a  residential  tax  base 
gets  to  be  awfully  important  because,  unless  you  live  here,  we  es- 
sentially cannot  tax  you. 

As  a  consequence,  the  growth  and  cost  increase  among  a  troubled 
population — almost  all  of  whom  are  part  of  traditional  State  func- 
tions and  some  of  whom  are  part  of  federally  mandated  programs — 
there  is  a  loss  of  revenue  among  our  residential  tax  base.  That  is 
why  we  have  worked  so  hard  to  avoid  any  kind  of  across-the-board 
tax  increases,  particularly  those  that  would  further  erode  that  tax 
base,  avoiding  income  tax  raises  or  even  property  tax  increases, 
though  we  have  had  to  turn  to  other  types  of  taxes. 

The  truth  is  that  as  long  as  we  have  that  troubled  population 
growing — indeed,  if  we  were  to  make  the  cuts  in  some  of  these  mu- 
nicipal services  as  suggested  by  this  body  yesterday,  and  further 
mandated  to  give  priority  to  some  of  these  court  orders  that  would 
also  serve  that  troubled  population — we  would  to  do  it  all  at  the 
expense  of  the  few  residential  taxpayers  there  are  here.  Inevitably 
there  would  be  a  further  exodus  of  the  source  of  revenues. 

My  judgment  is  that  though  we  are  working  assiduously  to  try 
to  contain  these  federally  mandated  costs  among  a  needing  popu- 
lation, we  have  to  have  some  type  of  financial  incentives  to  bring 
people  back  into  the  District,  not  only  because  it  is  a  source  of  reve- 
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nue,  but,  quite  frankly,  it  improves  the  quality  of  life  and  has  an 
impact  on  every  cost. 

More  social  problems  of  homelessness  and  more  social  problems 
with  violence  compound  your  problems  with  DPW  and  compound 
your  problems  with  police  and  compound  vour  problems  with 
schools  and  the  like.  And  so  it  goes.  That  is  the  whole  thesis  upon 
which  the  country  is  founded.  There  will  be  more  people  in  the  sys- 
tem who  are  among  the  working  class  and  the  middle  class  than 
are  not.  When  you  begin  to  destabilize  that  balance,  it  has  an  im- 
pact upon  your  budget  and  impact  upon  your  quality  of  life. 

That  is  why  we  are  so  eager  to  get  the  same  kinds  of  controls 
and  the  same  kind  of  prerogatives  that  will  allow  us  to  have  the 
financial  incentives  to  draw  some  of  that  base  back. 

In  the  absence  of  that,  we  are  attempting  to  contain  these  feder- 
ally mandated  costs.  We  are  also  attempting  to  impact  those  areas 
that  will  help  turn  it  around. 

We  have  been  much  more  effective  with  our  police  in  the  last 
year.  We  deployed  3,800  police  in  the  community,  which  is  a  total 
reversal  of  where  we  were,  Mr.  Bliley,  when  I  arrived.  They  are  ei- 
ther on  foot,  on  scooters,  or  they  are  on  bicycles.  They  are  in  the 
community. 

We  also  have  improved  the  quality  of  that  department,  both  in 
terms  of  radios,  vehicles  and  the  like.  We  are  seeing  some  evidence 
of  that  result  with  some  reduction  in  the  overall  incidence  of  both 
homicide  and  crime,  though  we  are  still  plagued  with  a  problem. 
We  are  making  an  effort  there  as  well  as  trying  to  build  a  partner- 
ship with  the  schools. 

But,  quite  frankly,  I  don't  know  how  you  can  in  a  capitalist  sys- 
tem really  attract  back  who  you  want  unless  you  have  the  capacity 
to  provide  the  tax  incentives  which  you  will  never  have  unless  you 
have  complete  control  over  your  taxing  authority. 

The  Chairman.  Ms.  Norton. 

Ms.  Norton.  Thank  you,  Mr.  Chairman. 

Mayor  Kelly,  there  has  been  much  discussion  back  and  forth 
about  skipped  pension  payments.  Could  you  indicate  what  some  of 
the  spending  priorities  have  been  that  have  made  it  necessary  for 
you  to  skip  some  of  the  pension  payments? 

Mayor  Kelly.  The  biggest  pressure  on  the  budget  continues  to 
be  Medicaid  and,  to  some  extent,  APDC,  corrections  and,  of  course, 
D.C.  General  Hospital.  As  you  know,  we  requested  the  Council  and 
others  to  capture  control  of  D.C.  General  Hospital.  We  have  before 
the  Council  now  a  proposal  for  a  hospital  trust  as  a  way  to  begin 
to  try  to  contain  those  costs.  Even  as  we  speak  we  are  working 
with  the  existing  administration  to  contain  those  costs. 

Even  on  the  other  points  of  the  federally  mandated  programs, 
where  we  can,  we  are  trying  to  screen  more  aggressively.  The  tech- 
nology, quite  frankly,  Ms.  Norton,  was  not  there  when  we  arrived, 
but  we  are  trying  to  screen  more  aggressively  to  make  certain  that 
there  are  no  abuses  from  nonresidents  with  respect  to  our  pro- 
gframs. 

Ms.  Norton.  You  have  indicated  that  in  the  budget  that  is  sub- 
mitted, I  believe,  that  there  are  already  $200  million  in  reductions 
of  one  kind  or  another.  Would  you  clarify  that  if  that  is,  in  fact? 
What  is  the  case? 
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Mayor  Kelly.  The  $202  million  in  cuts  have  to  do  with  some  re- 
forms associated  with  Medicaid.  It  has  to  do  with  the  privatization 
of  canteen  and  food  services  in  the  Department  of  Corrections.  It 
has  to  do  with  $60  million  in  management  efficiencies  and  reduc- 
tions. It  has  to  do  as  well  with  the  $45  million  we  have  here  in  re- 
serves, reducing  also  the  continuation  of  the  cuts  that  occurred  in 
1994.  Those  are  the  highlights  of  the  associated  cuts. 

The  Chairman.  Which  were  the  cuts  in  1994? 

Mayor  Kelly.  The  $70  million  in  cuts  referenced  by  Chairman 
Clarke  that  are  being  continued  in  fiscal  year  1995. 

The  Chairman.  Were  the  cuts  ever  made? 

Mayor  Kelly.  Yes,  they  were  made.  As  a  matter  of  fact,  you 
made  reference  earlier,  as  I  understand  it,  to  the  Fire  Department. 
There  were  direct  cuts  made.  The  courts  withheld  those  cuts.  For 
that  reason,  we  are  looking  for  other  ways  to  contain  those  cuts. 
One  happened  to  have  been  rotating  out  of  fire  companies — not  fire 
stations  but  fire  companies — ^because  the  courts  held  up  our  ability 
to  make  those  cuts.  We  now  have  the  authority  to  make  those  cuts 
and  are  moving  to  do  so.  But,  inevitably,  it  results  in  costs  we  did 
not  expect. 

The  Chairman.  You  are  making  those  cuts  with  more  people 
than  you  had  in  1993.  You  haven't  reduced  any  people.  You  have 
still  got  the  1,821  people. 

Mayor  Kelly.  Yes,  but  we  are  moving  to  make  those  cuts  now. 
Because  we  have  just  gotten  the  authority  from  the  courts.  Right. 

Ms.  Norton.  Continuing 

The  Chairman.  I  thank  the  gentlelady  for  yielding. 

Ms.  Norton.  You  have  expressed  understandable  frustration  at 
not  having  control  over  all  of  the  agencies  that  are  essentially  a 
part  of  the  D.C.  government.  Let  me  ask  you  about  the  courts.  Isn't 
it  the  case  that  the  courts  gave  an  increase  in  salaries  while  Dis- 
trict residents  had  their  salaries  frozen? 

Mayor  Kelly.  Yes.  The  Superior  Court  of  the  District  of  Colum- 
bia is  tied  to  the  salaries  of  the  Federal  District  Courts.  As  a  con- 
sequence, when  they  get  a  salary  increase  so  do  our  District  Court 
Judges.  That  automatically  is  an  obligation  of  the  Mayor  and  the 
Council. 

They  also  made  an  increase  in  their  senior  management. 

Ms.  Norton.  Yes,  I  recognize  that.  Indeed  I  have  said  that,  as 
to  the  judges,  that  their  salaries  ought  to  be  disconnected  from 
Federal  judges.  But  I  had  thought  that  their  personnel 

Mayor  Kelly.  That  is  correct.  They  did.  There  was  a  15-percent 
pay  increase,  as  I  recall,  for  their  personnel. 

Ms.  Norton.  I  take  it  it  would  take  a  change  in  the  charter  to 
bring  their  personnel  into  the  same  system  of  cuts  and  freezes  as 
others.  Even  without  violation  of  separation  of  powers  one  could 
change  the  charter,  saying  that  if  a  freeze  was  imposed  by  the  city 
government  on  its  own  employees  that  freeze  would,  in  fact,  apply 
to  agencies  not  under  the  Mayor's  control  as  well. 

Mayor  Kelly.  That  is  correct. 

Ms.  Norton.  I  should  say  that  when  Congress  took  its  freeze, 
the  Federal  courts  themselves,  recognizing  that  they  were  a  sepa- 
rate branch  of  government,  nevertheless  voted  to  freeze  their  own 
salaries  as  well. 
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As  to  the  other  agencies,  apart  from  the  separate  branch,  the 
other  agencies  that  are  not  under  the  Mayor's  control,  you  say  60 
percent  are  not  under  the  control  of  the  executive? 

Mayor  Kelly.  Is  under  our  control. 

Ms.  Norton.  Forty  percent  are  under  the  control  of  the  execu- 
tive. 

Mayor  KELLY.  Sixty  percent. 

Ms.  Norton.  Would  you  like  those  agencies  for  fiscal  purposes  to 
be  brought  under  your  control  or  some  changes  in  the  cnarter  that 
would  make  it  possible  for  you  to  control  their  expenditures? 

Mayor  Kelly.  Yes.  I  think  anyone  whose  salary  we  are  obliged 
to  meet  ought  to  be  under  our  control. 

Ms.  Norton.  Would  you  consider  preparing  legislation  that 
would  guide  this  committee  in  helping  to  bring  that  about? 

Mayor  Kelly.  I  would  be  delighted  to  do  so. 

Ms.  Norton.  I  would  like  some  clarification  of  the  relationship 
between  the  Council  and  the  Mayor  as  to  the  reporting  mechanism. 
As  I  understand  it,  there  was  recently  created  a  mechanism  where- 
by the  Mayor  does,  in  fact,  inform  the  Council  on  a  regular  basis 
of  the  financial  condition  of  the  city.  If  that  is  true,  then  how  is 
it  possible  for  there  to  be  expenditures  that  are  not  regularly 
brought  under  control? 

Mr.  Clarke.  You  want  me  to  take  it  first? 

I  was  not  on  the  Council  when  it  was  passed.  It  is  called  the  Fi- 
nancial Accountability  Act.  Under  it,  the  Mayor  is  to  make  periodic 
reports — I  believe  they  are  quarterly.  In  those,  they  are  to  access 
where  the  city  is  vis-a-vis  the  budget  of  that  particular  year.  If 
there  needs  to  be — if  there  is  a  gap  between  revenues  and  expendi- 
tures, then  the  Mayor  is  supposed  to  identify  gap-closing  measures 
that  she  is  implementing  with  the  authority  that  she  has  in  the  ex- 
ecutive branch. 

If  beyond  those  gap-closing  measures  budget  modifications  are 
necessary,  the  act  provides  tnat  the  Mayor  should  extend  to  the 
Council  budget  modifications. 

The  act  then  goes  on  to  say,  if  she  doesn't,  then  the  Council 
should  modify  it,  go  forward  with  budget  modifications.  However, 
that  is  the  Council's  Financial  Accountability  Act,  and  it  cannot  be 
inconsistent  with  the  charter. 

The  charter  says  something  different.  The  charter  says  the 
Mayor  has  the  exclusive  power  to  initiate  the  budget  modification. 
If  she  does  not,  or  whoever  is  the  Mayor — I  am  not  trying  to  pick 
on  the  person  who  is  the  Mayor  now — whoever  is  the  Mayor  does 
not,  then  the  Council  cannot  begin  the  institution  of  a  supple- 
mentary budget  itself. 

So  the  Mayor  has  submitted  to  us  some  reports  under  the  Finan- 
cial Accountability  Act  that  have  identified  gaps,  that  have  indi- 
cated gap-closing  measures,  and  they  have  been  subjected  to  hear- 
ings. 

The  hearings  that  I  spoke  of  earlier  about  the  GAO  report  also 
included  the  financial  accountability  report  under  this  act.  But 
budget  modifications  have  not  come  separate  from  the  charter-driv- 
en process  of  an  annual  budget  and  supplementals  at  such  time  as 
the  executive  wishes  to  submit  them.  Therefore,  the  Council  can- 
not, once  it  gets  that  information,  start  a  budget  modification. 
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As  indicated  previously,  we  do  not  have  the  power  of  writing 
checks.  We  have  the  power  of  writing  budgets  when  they  have  been 
submitted  by  the  executive.  Once  they  come,  of  course,  we  can 
make  our  own  changes  to  them,  and  we  have  been  pretty  free 
about  making  those  changes.  We  have  not  felt  constrained.  We 
have  made  changes  when  they  have  come. 

The  Chairman.  I  don't  want  to  get  between  the  executive  and  the 
Council  here.  Getting  back  to  the  Fire  Department,  it  is  my  under- 
standing. Chairman  Clarke,  that  the  Council  participated  with  the 
Mayor  in  the  decision  to  cut  fire  department  spending  to  $76  mil- 
lion. 

Now  we  can't  have  it  both  ways.  Knowing  that  last  year  they  had 
spent  $93  million.  Getting  from  $76  million  to  $93  million  is  a  big 
swallow,  particularly  if  you  are  going  to  cut  a  lot  of  people. 

I  understand  also  that  the  Council  was  unhappy  when  the  Mayor 
decided  to  close  these  fire  stations.  I  don't  know  how  you  save 
money  in  a  fire  department,  but,  I  mean,  how  are  we  going  to  get 
the  savings  if  you  guys  can't  agree?  I  just  note  that  the  savings 
that  you  talked  about  extending  didn't  ever  happen. 

Forget  the  Fire  Department  for  a  minute.  In  human  services  in 
1993  you  spent  $832  million.  Okay?  Then  you  budgeted  $780  mil- 
lion, but  you  actually  spent  $850  million.  Now  I  don't  know  how 
you  are  going  to  get  that  $70  million  cut  in  public  works. 

You  spent  $93  million  in  1993.  Then  you  budgeted  in  1994,  $77 
million,  and  you  revised  that  up  to  $80  million.  Then  you  will  actu- 
ally spend  $87  million.  You  want  to  say  that  your  1995  budget  is 
only  $74  million,  but  how  do  you  get  there?  You  can  say  it  is  going 
to  be  $74  million,  but  what  are  you  going  to  do?  What  potholes  are 
we  going  to  leave?  Who  are  we  going  to  lay  off?  All  of  this  discus- 
sion about  numbers  on  budgets  is  okay,  but  nothing  happens. 

Mayor  Kelly.  No,  something  does  happen. 

The  Chairman.  What? 

Mayor  KELLY.  We  are  making  cuts  as  we  speak.  For  example 

The  Chairman.  But  we  are  $100  million  out  of  balance  now. 

Mayor  Kelly.  No,  we  are  containing  costs  in  other  areas  in  every 
single  department. 

The  Chairman.  Wait  a  minute.  You  disagree  with  the  GAO.  They 
tell  us  that  you  are  $100  million  short  of  cash. 

Mayor  Kelly.  As  I  recall  it,  those  were  reflecting  the  revised 
budgets  in  April  of  this  year.  As  of  April  of  this  year,  those  cuts 
are  being  implemented,  and  the  full  fruition  of  that  will  be  contin- 
ued throughout  the  balance  of  this  fiscal  year. 

The  Chairman.  Do  you  think  you  are  going  to  make  that  on  a 
cash  basis? 

Mayor  Kelly.  Yes,  we  do;  and  to  the  extent  that  any  one  of  those 
line  items  is  not  effective,  it  is  the  responsibility  of  the  City  Admin- 
istrator working  with  a  department  head  to  find  savings  elsewhere. 
For  example,  as  I  mentioned  earlier,  where  something  was  held  up 
in  the  way  of  reduction  of  the  work  force  at  the  Fire  Department, 
then  we  will  have  to  make  up  for  it  by  rotating  fire  companies  out, 
but  we  are  going  to  achieve  those  figures. 

Mr.  Clarke.  Mr.  Chairman,  you  said  that  the  Council  agreed. 

The  Chairman.  I  think  you  participated.  I  don't  know  how  any- 
body voted. 
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Mr.  Clarke.  We  agreed.  One  of  your  points  was  why  can't  we 
ag^ee,  and  on  this  one  we  agreed.  Apparently,  there  is  some  ques- 
tion as  to  the  wisdom  of  the  agreement  so  let  me  explain  it  a  bit. 

The  Mayor  did  come  over  to  us.  We  did  note  that  the  1995  budg- 
et was  less  than  the  1993  experience.  That  did  come  out.  We  did 
ask  questions,  and  the  Mayor  indicated  to  us  in  the  testimony  be- 
fore us,  as  she  has  indicated  to  you  now,  that  she  can  put  into  ef- 
fect certain  savings  in  the  administrative  expenses. 

For  a  legislature  who  has  to  pass  the  taxes,  that  is  good  news 
that  you  hear  from  the  executive.  Just  as  you  would  like  from  the 
persons  who  are  coming  before  vou,  to  seek  promises  of  reform  in 
that  respect,  you  go  along  with  that  to  the  extent  that  you  can.  And 
so  we  did. 

But  we  also  put  into  the  budget  the  rainy  day  fund.  I  believe  the 
report  of  the  Committee  of  the  Whole — I  am  thmking  from  memory 
now,  I  don't  have  it  in  front  of  me — specifically  noted  these  items 
that  you  just  mentioned  as  being  parts  of  the  budget  about  which 
we  had  some  question,  and  that  we  would  go  forward,  hoping  that 
the  Mayor  would  be  able  to  institute  the  cost-savings  mechanisms 
that  she  said  she  was  going  to  implement,  but  that  we  would  have 
that  rainy  day  fund  there. 

Yesterday,  as  I  watched  on  C-SPAN  the  debate  that  went  for- 
ward in  the  House  of  Representatives,  there  was  mention  of 
underbudgeting.  I  think  that  was  an  appropriate  mention  because 
you  are  bringing  it  up  here,  and  the  Council  participated  in  that. 
But  that  is,  again,  why  we  put  that  rainy  day  fund. 

Then,  lo  and  behold,  when  I  see  the  result  of  the  House  of  Rep- 
resentatives yesterday,  they  said  cut  the  $150  million,  but  don't 
use  the  rainy  day  fund.  The  rainy  day  fund  was  put  in  there  just 
to  deal  with  the  questions  that  might  come  up. 

The  Chairman.  I  think  the  rainy  day  fund  was  the  theory  of  not 
wanting  to  take  out  the  cash  cushion.  I  believe  there  was  supposed 
to  be  something  like  over  $100  million  of  cash  reserve  from  some 
previous  appropriation.  This  is  done  by  the  Appropriation  Commit- 
tee. I  am  not  sure. 

I  don't  like  conspiracies  to  which  I  am  not  a  party,  but,  as  I  re- 
call, the  idea  was  they  wanted  to  leave  that  cash  cushion  in  there 
and  require  the  cuts  out  of  actual  progn'ams,  rather  than  out  of 
cash.  I  am  just  trying  to  recall  the  explanation  that  I  heard. 

Mr.  Clarke.  It  certainly  would  provide  the  positive  value  of  the 
cash  cushion.  Yes,  sir. 

It  was  my  idea,  and  it  came  out  of  the  Council.  I  did  put  it  in 
there.  That  would  certainly  be  a  positive  aspect  of  it,  but  it  was 
also  put  in  there,  and  I  believe  the  report  of  the  Committee  of  the 
Whole  recognized  explicitly  as  it  possibly  being  needed  for  the 
items  that  you  are  speaking  of,  where  we  may  have  underbudgeted 
based  on  executive  representations  to  us  that  cost  savings  could  be 
effected. 

The  Chairman.  I  tend  to  be  sympathetic.  My  guess  is  that  it  is 
the  unions  that  are  raising  hell.  Most  of  these  guys  live  outside  the 
District  and  collect  a  gooapaycheck  from  you  gays  and  go  home  to 
Mr.  Hoyer's  district. 

I  understand  the  problems,  but,  nonetheless,  what  I  am  con- 
cerned about  is  that  the  budget  isn't  dealing  with  the  cash  reality. 
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I  think  you  are  close  to  not  being  able  to  borrow  short  term.  You 
are  close  to  that.  I  don't  know  how  close.  By  close,  I  would  guess 
within  the  next  year  or  two — then  suddenly  we  are  here. 

This  is  not  a  friendly  place  right  now  for  spending  money,  as  we 
witnessed  yesterday,  even  though  I  suspect  you  have  more  support 
on  this  committee  tnan  you  know. 

But  the  fact  is,  if  you  come  up  short  then  we  have  real  problems. 
They  become  problems,  in  my  opinion,  of  interference  with  what 
you  are  doing.  You  may  believe  me  or  not.  Absent  the  height  limit, 
there  is  nothing  that  I  want  to  get  involved  in  in  your  province,  but 
I  can  see  it  coming.  I  can  see  it  coming  again,  imposing  far  more 
stringent  restrictions  on  you  if,  in  fact,  more  funds  are  needed. 

So  the  only  thing  I  would  say  is,  if  I  could  go  to  my  colleagues 
and  say  here  is  the  budget  and  here  is  what  is  going  to  happen 
and,  therefore,  we  ought  to  help  and  not  exacerbate  the  problem, 
we  could  do  it.  If  we  go  and  somebody  says,  yes,  the  budget  has 
been  this,  but  the  budget  is  not  realistic.  It  doesn't  illustrate  what 
actually  happens.  Then  we  have  problems. 

One  other  question,  and  then  I  will  yield  to  Ms.  Norton. 

Let  me  go  back  to  Medicaid,  because  if  we  stop  Medicaid,  Mayor 
Kelly,  you  would  have  all  of  those  folks  on  the  District's  burden  for 
charity  care.  But  we  do  pay  Medicaid  shares  according  to  the  in- 
come of  the  State.  So  higher  average  income  States  get  half.  And 
for  the  very  poorest  States  in  the  country — Mississippi,  for  exam- 
ple— we  pay  85  percent. 

Now,  it  is  conceivable  that  because  of  your  inability  to  levy  out 
of  State  tax — and  I  am  not  sure  this  is  the  fact — that  the  District 
ought  to  be  treated  differently.  But,  to  my  knowledge,  the  District 
has  never  asked  us  to  change  the  Medicaid  percentage.  It  would  go 
to  a  different  committee,  but  I  am  unaware  that  there  has  been  an 
application  to  consider  that  differently,  and  I  am  not  so  sure  that 
it  could  be  done  the  way  it  is  handled  with  other  States.  If  there 
is  a  reason  to  make  a  special  concession,  it  ought  to  be  done. 

Maybe  you  have  applied  and  been  turned  down.  I  would  think  it 
would  go  to  the  Energy  and  Commerce  Committee,  and  your  staff 
has  suggested  that  you  have.  Have  you? 

Mayor  Kelly.  We  have  gone  to  the  Secretary  of  HHS  for  two  rea- 
sons: One,  because  of  our  inability  to  impose  the  new  type  of  unlim- 
ited taxing  authority;  but,  more  particularly,  because  we  are  the 
only  city  in  America  that  has  Medicaid  responsibilities. 

The  Chairman.  That  is  not  what  I  said.  I  said 

Mayor  Kelly.  I  understand  what  you  are  saying,  but  I  was  re- 
viewing  

The  Chairman.  The  Secretary  of  Health  and  Human  Services 
previously  has  not  been  somebody  with  whom  we  have  worked 
closely,  but  what  I  am  suggesting  is  that  the  percentage  that  the 
Federal  Government  pays  is  based  on  the  average  income  of  the 
residents  of  the  State.  We  supplement  their  Medicaid  expenses. 

What  I  don't  know  is,  have  you  applied  and  suggested  that  we 
change  that  formula  relative  to  the  District  of  Columbia?  If  not,  I 
just  leave  that  as  a  suggestion. 

I  recognize  Ms.  Norton. 

Mayor  Kelly.  We  will  do  that.  We  began  elsewhere,  but  we  will 
do  that. 
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Ms.  Norton.  It  is  alleged  that  the  District  work  force  is  the  larg- 
est per  capita  in  the  country.  I  am  going  to  ask  you,  if  that  is  not 
the  case,  if  you  would  provide  information  for  the  record.  We  have 
not  been  able  to  refute  that.  We  have  never  received  anything  from 
the  city  to  refute  it.  It  is  alleged  over  and  over  again  that,  per  cap- 
ita, the  District  has  the  largest  work  force  in  the  States.  If  that  is 
not  the  case,  I  would  like  to  ask  you  to  respond  for  the  record  with- 
in 30  days. 

Mayor  Kelly.  We  will  forward  that  information  to  Senator  Kohl. 
The  same  information  has  been  forwarded  to  your  office,  and  we 
will  make  certain  if  there  is  any  misstep  there  we  will  be  sure  to 
follow  up. 

[The  information  follows:] 
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GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 
EXECUTIVE  OFFICE 


ROBERT  L   MALLETT 

CITY  ADMINISTRATOR 

DEPUTY  MAYOR  FOR  OPERATIONS 

WASHINGTON.  DC.     20001 


July    13,     1994 


The  Honorable  Herb  Kohl 

Chairman 

Subcominittee  on  the  District  of  Columbia 

of  the  Senate  Committee  on  Appropriations 
S-205  Capitol  Building 
Washington,  DC  20510 


RE:   Staffing  for  the  Government  of  the  District  of 
Columbia 


Dear  Chairman  Kohl: 

Mayor  Kelly  asked  that  I  convey  to  you  additional 
information  regarding  staffing  levels  in  the  Government  of  the 
District  of  Columbia.  There  has  been,  for  some  time  now,  a  great 
deal  of  thought  and  discussion  devoted  to  this  topic,  and  we 
continue  to  focus  our  efforts  on  streamlining  the  bureaucracy  in 
the  District.  It  is  a  particularly  challenging  assignment  because 
of  the  unique  character  of  the  District  of  Columbia.  Nonetheless, 
our  rightsizing  efforts  to  date  show  that  we  have  identified  and 
extracted  from  our  personnel  rolls  some  6,348  positions.  This 
represents  a  17%  reduction  in  District  Government  positions  since 
January  1991.' 

We  have  accomplished  this  task  through  a  variety  of 
means,  having  initiated  a  wide  range  of  actions  to  control  and 
limit  the  growth  of  the  Government's  staffing  rolls: 

•  Three  (3)  early-out  incentive  programs 

•  Three  (3)  reductions-in-force 


'  By  contrast,  the  federal  government  proposes  to  meet  a  five 
percent  (5%)  reduction  target  primarily  through  retirement 
incentives  and  attrition  over  the  course  of  five  (5)  years. 
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Program  and  service  reductions 

Attrition 

Elimination  of  vacant  positions   (rather  than 
backfilling) 

Hiring  Freeze  (critical  positions  exempted) 

Long-term  Disability  Retirements 

Privatization  initiatives 

The  great  majority  of  these  cuts  have  been  made  in  the  Executive 
branch:  ninety-six  percent  (96%)  of  these  cuts  have  been  in 
agencies  under  the  Mayor's  personnel  authority.  Additionally,  the 
Administration  has  employed  the  Rivlin  Commission  report,  a 
management  audit,  and  detailed  assessments  of  agency  needs  in  order 
to  make  this  Government  more  efficient.  We  have  sought  and 
utilized  the  advice  of  our  citizens  through  the  use  of  Citizen 
Advisory  Panels,  our  employees  through  a  survey  to  solicit  their 
ideas  on  service  delivery  efficiencies,  and  representatives  on  the 
Mayor's  Management  Advisory  Committee. 

As  part  of  its  landmark  1990  study  of  the  District  of 
Columbia's  financial  condition,  the  Commission  on  Budget  and 
Financial  Priorities  for  the  District  of  Columbia  ("Rivlin 
Commission")  contrasted  staffing  levels  in  the  District's 
government  with  those  of  other  similarly-situated  jurisdictions.' 
See  generally  Financing  the  Nation's  Capital:  The  Report  of  the 
Commission  on  Budget  and  Financial  Priorities  of  the  District  of 
Columbia ,  2-14  to  2-17  (1990)  (hereinafter  simply  "Report") .  The 
Rivlin  Commission  suggested  that  the  District  Government  was 
overstaffed,  and  that  while  the  staffing  levels  for  certain 
District  Government  functions  ranked  similarly  to  or  below  the 
average  staffing  levels  for  the  twelve  (12)  sample  cities,  the 
staffing  levels  for  some  District  services  were  higher  than 
average.  Id. 


'  The  Rivlin  Commission  compared  the  District's  staffing  levels 
with  those  of  Atlanta,  Baltimore,  Boston,  Chicago,  Cleveland, 
Denver,  Detroit,  Indianapolis,  Jacksonville,  Philadelphia,  San 
Francisco,  and  St.  Louis. 
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The  Rivlin  Commission  did  not,  however,  identify  the 
areas  where  staffing  was  higher  than  average;  nor  did  it  break  down 
staffing  levels  based  on  whether  the  function  was  traditionally  a 
municipal,  county,  or  state  function.  The  government  of 
Washington,  D.C.  —  unlike  the  sample  cities  in  the  Rivlin  report 
and  most  other  major  American  urban  centers  —  performs  not  only 
municipal  functions,  but  also  county  and  state  functions  as  well. 
Indeed,  Washington,  D.C.  is  the  only  jurisdiction  in  the  contiguous 
United  States  where  city,  county,  and  state  boundaries  are 
coextensive  with  one  another. 


Using  the  Rivlin  Commission's  study  as  a  historical 
backdrop,  my  staff  examined  staffing  levels  as  of  January  1,  1994, 
for  the  wide  range  of  functions  performed  by  the  Government' of  the 
District  of  Columbia.  These  persons  provide  state  and  county 
services  such  as  corrections,  motor  vehicle  licensing,  and  business 
regulation.   They  also  render  municipal  services  such  as: 

Police 

Fire 

Public  Works  (Road  &  Bridge  Maintenance) 

Parks  &  Recreation 

Building  Permitting,  Code  Enforcement 

Housing  Inspections 

Property  Assessments 

Snow  Removal 

Garbage  Collection 

Street  Maintenance 

Traffic  Enforcement 

Water  &  Sewer  Service 
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Staffing  for  all    functions  —  city,  county,  and  state  —  as  of 
January  1,  1994,  totaled  44.415  full-time  employees.' 

Municipal   Functions 

A  rough  extrapolation  of  employees  who  perform  primarily 
municipal  functions  discloses  the  following: 

•  On  January  1,  1994,  approximately  26.877  full-time 
on-board  District  Government  staff  were  employed  to 
provide  municipal  services,  such  as  those  described 
above . 

•  Excluding  the  D.C.  Public  Schools,  approximately 
15.896  full-time  employees  —  or  261.9  per  10,000 
residents  —  were  engaged  in  the  provision  of  city 
services  on  January  1,  1994.   Cf .  Attachment  1. 

•  The  Public  Schools,  an  independent  agency  with  its 
own  personnel  authority,  governed  by  an  elected 
Board  of  Education,  employed  10.981  full-time 
employees  on  January  1,  1994. 

•  Of  the  26,877  full-time  on-board  staff  employed  by 
the  Government  in  city  functions  on  January  1, 
1994,  15.920  —  or  59.2%  —  of  these  employees 
worked  in  but  two  (2)  areas:  law  enforcement  and 
public  education.  In  fact,  these  employees  were 
concentrated  in  just  two  agencies:  10.981  were 
employed  in  the  D.C.  Public  Schools,  and  4 .939  by 
the  Metropolitan  Police  Department.* 


'  Only  27,181  —  or  61.2%  —  of  the  total  44,415  employees  who 
worked  for  this  Government  on  January  1,  1994  were  in  agencies 
under  the  control  of  the  Executive. 

*  Among  cities  with  populations  greater  than  100,000, 
Washington,  D.C.  has  the  highest  per  capita  ratio  of  police 
officers  to  residents  in  the  United  States;  it  has  88  full-time 
police  per  10,000  residents.  See,  e.g. ,  Governments  of  the  United 
States,  at  section  IIB,  page  4  (Austin,  TX:  Municipal  Analysis 
Services,  1993).  The  next  highest  figure  belongs  to  Chicago,  with 
a  rate  of  54  per  10,000.  Id.  Comparably-sized  cities,  such  as 
Milwaukee  and  Boston,  have  only  38  and  41  police  per  10,000 
residents,  respectively.  Id.       Ironically,  much  of  the  growth  in 
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State  and  County  Functions 


Additional  functions  which  traditionally  are  executed  by 
states  and  counties,  but  also  are  performed  by  the  Government  of 
the  District  of  Columbia,  include  the  following: 

Arts  &  Humanities 

Courts  (Administration  and  Adjudication) 

Transportation  Functions 

Employment  Services  and  Minimum  Wage  Enforcement 

Insurance  Regulation 

Income  Maintenance 

Medicaid 

Mental  Health  Services 

Motor  Vehicle  Registration 

National  Guard  administration 

Corrections 

Parole  Determinations 

Public  Libraries 

Public  Housing 

Public  Utility  Regulation 

Regulation  of  Banks  and  Financial  Institutions 

Tax  Collection:   Sales,  Income,  etc. 

Unemployment/Disability  Compensation 


engendered  primarily  by  Congressional  mandates.  See,  e.g.  . 
District  of  Columbia  Police  Authorization  &  Expansion  Act  of  1989, 
Pub.  L.  No.  101-223  (1989). 
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An  approximate  examination  of  employees  who  perform 
primarily  state  and  county  functions  discloses  a  similar  tendency 
toward"  an  emphasis  on  law  enforcement  staffing,  not  unlike  the 
emphasis  on  law  enforcement  emJsodied  in  the  District's  provision  of 
city  seirvices: 

•  Some  17.538  —  or  39.5%  —  of  the  District's  44,415 
full-time  personnel  employed  on  January  1,  1994 
were  dedicated  to  the  provision  of  state  functions. 
See  Attachment  2 . 

•  5,625  —  or  32 .0%  —  of  these  17,538  employees  were 
employed  in  just  two  (2)  areas:  corrections  and 
the  courts.  Id . 

Put  simply,  a  great  deal  of  the  District's  personnel  —  whether 
they  perform  city,  county  or  state  functions  —  is  dedicated  to  law 
enforcement  and  public  education: 


i   of  Full-Time 

Employees 

(1/1/94) 

%  of  Total  D.C. 

Government 

Workforce 

Police 

4,939 

11.1% 

D.C.  Public  Schools 

10,981 

24.7% 

Correct ions/ Courts 

5,625 

12.7% 

Law  Enforcement  &  Education 
only' 

21,545 

48.51% 

All  Other  Employees 

22,870 

51.49% 

'  This  figure  does  not  include  the  Office  of  the  Public 
Defender  Service,  the  Pretrial  Services  Agency,  juvenile  control 
and  rehabilitation/detention  facilities  administered  through  the 
Department  of  Human  Services,  or  that  portion  of  the  Office  of  the 
Corporation  Counsel  dedicated  to  criminal  matters.  Nor  does  this 
figure  include  staffing  figures  dedicated  to  post-secondary 
educational  activities. 
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District  Govertuoent  Staffing  Reductions  Contrasted  vith  Growth  in 
Non-Discretionary  Spending 


The  overall  reductions  in  Executive  branch  staffing 
reflect,  in  large  measure.  Mayor  Kelly's  insistence  that  we 
streamline  this  Government.  As  an  example,  from  January  1991 
through  January  1994,  the  following  agencies  under  the  Mayor's 
personnel  authority  reduced  their  full-time  staffing  rolls  by  the 
following  percentage  amounts  as  of  January  1,  1994*: 

Office  of  the  Mayor:   -18% 

Administrative  Services:   -21% 

Office  of  Personnel:   -31% 

Department  of  Finance  &  Revenue:   -15% 

Dept.  of  Housing  &  Community  Development:   -31% 

Department  of  Recreation  &  Parks:   -15% 

Department  of  Human  Services:   -7% 

Department  of  Public  Works:   -12% 

Department  of  Public  &  Assisted  Housing:   -15% 


A  substantial  question  exists  as  to  the  feasibility  of 
further  cuts.  By  contrast,  the  Government  continues  to  experience 
net  growth  in  three  principal  areas: 

•  Debt  service 

•  Payments  to  pension  boards 

•  Entitlement  programs 


Source:   D.C.  Office  of  the  Budget. 
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As  the  following  table  shows,  payments  to  the  Police  &  Fire 
Retirement  Board  alone  have  risen  by  over  50%  since  fiscal  year 
1990';**  Even  when  adjusted  for  inflation,  these  payments  have  gone 
up  by  almost  one-third  in  the  past  five  years.  Costs  of  other  non- 
discretionary  functions  —  traditionally  associated  with  states  — 
have  continued  to  increase  in  similar  fashion: 


(All  monetary  figuree  in  $  millione.) 


FY  1990 
Actual 

FY  1995 
Budget 

CHANGE 

CPI 
Adj. 

Police  &  Fire  Retirement 

132 

205 

+55% 

+32% 

Debt  Service 

241 

345 

+43% 

+22% 

Medicaid 

174 

239 

+37% 

+17% 

1  AFDC 

48 

65 

+35% 

+15% 

Mayor  Kelly  recognized  long  ago  that  more  efficient 
government  cannot  be  accomplished  by  personnel  cuts  alone.  Since 
taking  office,  the  Mayor  has  increased  substantially  the  use  of 
automation  in  the  Government,  restructured  various  aspects  of 
Executive  branch  management,  enhanced  training  opportunities  for 
Government  employees,  and  has  overseen  improvements  in  service 
delivery  in  such  areas  as  infant  immunizations,  ambulance  response 
times,  and  motor  vehicle  registrations,  to  name  a  few. 


Just  as  you  have,  the  Kelly  Administration  appreciates, 
and  continues  to  recognize,  the  importance  of  staffing  concerns  as 
they  pertain  to  this  Government.  Equally  critical  is  the 
realization  that,  in  partnership  with  Congress,  we  must  continue  to 
strive  to  expand  our  revenue  base  and  complete  the  structural 
improvements  which  serve  as  permanent  solutions  to  address  our 


Source  (for  figure  and  table) :   D.C.  Office  of  the  Budget. 


103 


The  Honorable  Herb  Kohl 
July  13,  1994 
Page  9 


financial  problems.  The  evidence  suggests  that,  when  the 
District's  state  functions  are  extracted,  its  staffing  levels  have 
been  rSduced  significantly.  This  Administration,  nonetheless,  will 
continue  to  adjust  and  refine  —  as  it  has  over  the  past  three  and 
a  hal^  years  —  our  staffing  rolls  as  part  of  the  overall  and 
ongoing  efforts  to  bring  fiscal  stability  to  this  Government.  We 
continue  to  look  forward  to  working  with  you  in  this  effort. 

Sincerely, 


^M^^  hMUr 


Robert  L.  Mallett 


cc:  Members,  Subcommittee  on  the  District  of  Columbia 
of  the  Senate  Committee  on  Appropriations 

Members,  Subcommittee  on  the  District  of  Columbia 
of  the  House  Committee  on  Appropriations 

Honorable  Eleanor  Holmes  Norton 

Honorable  Sharon  Pratt  Kelly 
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Attachment  2 

D.C.  Government  Staffing  Totals  Based  on 
the  District's  Municipal,  County,  and  State  Functions 


Total  District  of  Columbia 

as  of  1/1/94  44.415 


Total  Municipal  Functions  26,877 

State  and  County  Functions:  17,538 

Department  of  Corrections  (4,107) 

Parole  Board  (    103) 

Education  (1,307) 

•  University  of  the  District  of  Columbia 

•  D.C.  School  of  Law 

Courts  (1,415) 

•  Superior  Court 

•  Court  System 

•  Court  of  Appeals 

Human  Services  (3,944)' 

•  Mental  Health  Services 

•  Medicaid 

•  Income  Maintenance 

•  Mental  Retardation/Developmental  Disabilities 

•  Vital  Statistics 

D.C.  General  Hospital  (2,303) 

Tax  Collection 

•  Income,  Sales,  Personal  Property  (   271)' 

Dept.  of  Employment  Services  (   830) 

•  Employment  Services 

•  Unemployment  Compensation/Disability 

Public  Library  (   436) 


107 


Public  Housing  (Dept.  of  Public  &  Assisted  Housing) 

Dept.  of  Public  Works 

•  Transportation 

•  Motor  Vehicle  Licensing 

•  Energy  Office 

•  Blue  Plains  Facility 

Regulatory  Functions 

•  Occupational  &  Professional  Licensing 

•  Environmental  Regulation 

•  Service  Facilities  Regulation 

•  Insurance  Adminstration 

•  Business  Regulation 

•  Historical  Preservation 

Banking  Regulation 
Lottery  Board 

Public  Service  Commission 
National  Guard 
Arts  &  Humanities 
Source:   D.C.  Office  of  the  Budget. 


(   678) 
(1.732)' 


(    148)' 


(  4) 
(  122) 
{  85) 
(  33) 
(     20) 


1.    Estimate  based  on  comparison  of  1/1/94  staffing  level  and  FY  1995  adopted 
budget.   See  Supporting  Schedules,  Vols.  I-III. 
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Ms.  Norton.  I  appreciate  it  because  I  am  not  aware  of  that. 

I  would  like  to  ask  you  a  question  about  court  orders.  You  com- 
plain that  a  lot  of  the  resources  of  the  District  are,  in  fact,  being 
used  to  comply  with  court  orders.  We  have  to  assume  that  some  of 
that  would  be  happening  anyway  because  you  have  to  carry  out  the 
functions. 

But  those  who  have  brought  these  suits  complain  that  the  city 
routinely  repels  early  settlement  attempts  and  that  it  spends  large 
amounts  of  money  to  fight  the  court  orders,  to  resist  the  court  or- 
ders, and  that  it  uses  a  disproportionate  amount  of  money  on  fight- 
ing the  orders  when  it  could  save  money,  interest  and  all  the  rest 
of  it  by  early  settlement.  I  would  like  you  to  respond  to  that. 

But  I  would  also  like  to  ask  you  what  could  be  done  to  prevent 
these  court  orders.  Are  there  elements  of  law  that  lead  people  to 
sue  you?  And,  if  so,  should  those  laws  be  changed  or  should  some- 
thing that  the  city  is  doing  to  implement  those  laws  being  changed? 
Is  the  city  really  helpless  to  deal  with  the  court  suits  that  come 
against  it  and  can  do  nothing  to  prevent  it? 

It  is  frustrating  to  hear  the  city  say  we  can't  do  anything  because 
we  have  a  court  order,  but  we  are  unable  in  the  Congress  to  under- 
stand whether  there  would  be  some  way  to  prevent  the  court  or- 
ders, whether  there  is  anything  that  the  District  could  do  to  pre- 
vent the  court  orders,  or  if  the  District  could  spend  less  money  re- 
sisting the  court  orders  and,  if  they  are  going  to  be  held  in  con- 
tempt anyway,  settle  earlier  than  they  are  now  settling. 

Mayor  Kelly.  In  some  instances,  Congresswoman,  there  would 
be  law  changes. 

In  the  instance  of  the  Dixon  consent  decree,  the  underpinnings 
of  that  legislation  was  offered  by  myself  to  change  that — 

Ms.  Norton.  For  the  record,  what  is  Dixon? 

Mayor  Kelly.  Dixon  refers  to  Dixon  v.  Kelly,  brought  in  U.S.  Dis- 
trict Court  on  behalf  of  individuals  in  need  of  mental  health  serv- 
ices. The  District  entered  a  consent  agreement  in  the  case  obligat- 
ing the  city  to  provide  a  more  "comprehensive  continuum  of  com- 
munity mental  health  treatment,  rehabilitation,  housing,  support, 
and  homeless  services." 

With  respect  to  other  lawsuits,  where  indeed  legislation  could  not 
easily  remedy  it,  the  settlement  often  operates  on  the  assumption 
that  all  of  what  the  plaintiff  says  is  correct.  We  often  respectfully 
disagree. 

Ms.  Norton.  Let  me  clarify  that  right  away.  I  know  of  no  settle- 
ment in  the  history  of  law  where  the  people  have  admitted  that  the 
underlying  allegations  were  correct.  Most  people  settle  suits  only 
because  the  cost  of  continuing  with  the  litigation  is  far  greater 
than  the  cost  of  settling  earlier. 

Mayor  Kelly.  I  appreciate  what  you  are  saying.  Also,  all  parties 
have  to  agree  to  want  to  settle.  Sometimes,  to  the  extent  that  the 
terms  upon  which  they  would  agree  to  settle  are  terms  we  cannot 
afford,  then  there  is  resistance  on  our  part. 

For  example,  the  nature  of  the  LaShawn  case  is  not  unlike  what 
has  plagued  many  jurisdictions,  in  New  York,  California,  and  else- 
where. They  have  statewide  court  orders  to  that  effect. 

Ms.  Norton.  They  want  to  settle  on  terms  you  don't  want.  Ulti- 
mately, they  get  what  they  want  anyway,  but  only  after  you  have 
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spent  a  lot  of  money.  They  win.  They  ultimately  win.  And  if  they 
are  going  to  win  anyway,  some  lawyer,  some  way  ought  to  be  able 
to  gauge  whether  the  city  is  continuing  to  lose  and  whether  it  is 
time  to  cut  your  losses  and  settle  those  cases. 

Mayor  Kelly.  For  example,  as  I  recall,  there  were  efforts  to 
reach  some  type  of  accommodation  in  LaShawn  early  on.  But  with 
that,  there  is  still  not  always,  from  our  vantage  point,  a  legitimate 
tolerance  for  the  fact  that  our  caseload  grows  at  an  exponential 
rate,  even  though  the  plaintiffs  themselves  and  the  judge  in  that 
case  will  acknowledge  that  more  has  been  done  in  the  last  2  years 
than  in  the  entire  life  of  the  case.  We  increased  from  83  to  335  the 
number  of  social  workers,  thereby  reducing  the  caseload  to  1  to  20. 

But  with  all  due  deference,  maybe,  as  a  lawyer  myself,  there  is 
a  great  resistance  sometimes  in  bringing  all  the  parties  to  the  table 
and  trying  to  work  out  reasonable  solutions  in  an  era  of  scarcity. 

Where  it  is  local  in  nature,  such  as  local  courts,  we  have  inaugu- 
rated a  coordinating  committee  that  does  include  the  U.S.  Attor- 
ney, the  Chief  Judge  of  the  Superior  Court,  the  Family  Division, 
the  Criminal  Division  and  all  the  operating  agencies  in  the  execu- 
tive branch  in  an  effort  to  try,  within  the  bounds  of  what  is  appro- 
priate without  violating  separation  of  powers,  to  talk  about  what 
we  can  do  together,  given  this  era  of  scarcity  so  that  dollars  are 
not  lost  in  court  fees,  often  very  expensive  master  fees.  In  some  in- 
stances, these  lawyers  actually  have  their  bar  dues  paid  by  the  Dis- 
trict of  Columbia  government. 

No,  indeed,  we  will  do  everything  we  can  to  try  to  avoid  these 
unfortunate  outcomes. 

The  Chairman.  If  I  could  follow  on  on  the  gentlelady's  Hne,  it 
was  estimated  by  the  Washington  Legal  Clinic  for  the  Homeless 
that  you  were  losing  $17  million  in  Federal  funds  that  we  had  of- 
fered by  failing  to  establish  eligibility  under  the  Adoption  Act  and 
another  $7  million  a  year  by  failing  to  establish  and  maintain  Med- 
icaid eligibility  for  the  children. 

It  is  also  my  understanding  that  the  monitor  in  the  LaShawn 
case  offered  at  no  charge  to  the  city  to  help  them  apply  for  this 
money  and  was  rejected. 

Now,  why  do  you  reject  the  offer  for  free  help  to  get  the  $7  or 
$14  million  of  Federal  money  that  you  are  entitled  to?  Then  you 
complained  about  the  eligibility  for  Medicaid,  Madam  Mayor.  I  bet 
you  you  are  not  getting  70  percent  of  the  Medicaid  eligibility  that 
you  are  entitled  to  because  of  improper  application  and  assistance 
to  the  people  that  come  into  D.C.  hospitals.  So  while  the  Federal 
Government  has  a  lot  of  fault,  sometimes  just  properly  applying  for 
this  aid  will  yield  some  big  bucks. 

Mayor  Kelly.  I  agree  with  you,  Mr.  Chairman. 

The  Chairman.  Why  in  the  LaShawn  case  did  they  turn  down 
the  help  from  the  person? 

Mayor  Kelly.  I  would  have  to  check  to  see  if  those  representa- 
tions are  true.  I  would  like  to  have  a  chance  to  talk  with  our  folks 
who  are  directly  involved. 

The  Chairman.  Boy,  if  I  were  losing  7  million  bucks  a  year,  I 
would  know  it. 
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Mayor  Kelly.  There  are  often  representations  made  by  many 
people  here  in  the  city  that  are  often  unfounded,  and  I  would  cer- 
tainly check  it. 

The  Chairman.  I  will  make  the  representation  on  Medicaid,  with 
which  I  happen  to  be  somewhat  familiar,  that  the  District  is  not 
getting  anywnere  near  what  it  is  entitled  to. 

Mayor  Kelly.  That  is  in  D.C.  General  Hospital,  which  we  are 
now  trying  to  take  under  our  control  and  take  care  of  that.  We 
agree  with  you.  That,  by  charter,  was  separate  and  apart  from  us, 
but  we  have  taken  it  under  our  wing. 

Ms.  Norton.  One  more  question,  Mr.  Chairman,  if  I  might. 

You  have  indicated  that  the  Federal  Government  was  reducing 
its  work  force  by  7  percent.  Actually,  it  is  12  percent  over  5  years. 
It  is  going  to  yield,  CBO  now  tells  us,  $30  billion.  That  is  the  sav- 
ings that  is  providing  the  money  that  is  available  in  the  crime  bill. 

I  know  that  the  District  has  used  early-outs  and  various  ways  to 
encourage  people  to  leave  the  government.  Has  the  District  ever 
used  voluntary  buyouts,  which  cost  less  than  layoffs  because  layoffs 
produce  service  costs  and  other  costs  associated  with  layoffs? 

Mayor  Kelly.  Yes.  That  is  what  we  did  in  our  first  years  under 
of  the  direction  of  Director  Lorraine  Green. 

Ms.  Norton.  I  didn't  understand  that  to  be  a  straight-out 
buvout.  For  example,  the  Federal  Government  says,  based  on  your 
salary,  up  to  $25,000,  here  is  some  money.  Take  it  and  leave. 

It  doesn't  have  to  do  with  early  retirement.  It  has  to  do  with  lit- 
erally putting  cash  in  people's  hands. 

Mayor  KELLY.  That  is  exactly  what  happened. 

Ms.  Norton.  Would  you  explain  that  program  to  me?  I  do  not 
know  about  it  and  how  it  worked.  What  was  the  amount  of  money 
people  were  given  to  leave? 

Mayor  Kelly.  Some  people  got  up  to  $50,000  as  a  way  to  provide 
an  incentive. 

Ms.  Norton.  It  is  a  wonder  that  the  whole  government  didn't 
leave. 

I  want  to  ask  you  to  document  that  for  the  record. 

[The  information  follows:] 
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THt  DISTRICT  or  COLUMBIA 
WASHINUI ON.  DC.    iOUO* 


Aufluat  3.  1B04 


Th«  Honorable  Eia«nor  Holmes  Nortun 

Baprcsuntative 

Uivied  Staiet  Huu^s  of  Btpreuentatlvai 

1418  LonQworth  HooM  Ottico  duiiutno 

Waaninflton,  DC    20616 

Udsr  Congieb^ivvuinan  Noriun: 

This  is  to  provlUd  you  wiin  infunnatiun  rogarijine  ratlrement  incttniiva  programs 
utforwd  to  thu  Olktrici  ur  Columoia  Govt*ri>ment  employeae.  There  have  baan  threa 
rstiiamani  incantiva  programs  otfeieo  slnca  lU&O.  The  iUti  two  ware  with  inoantivas 
or  buyuiKa.  Tha  tnirtJ  on*  wtit  with  do  incantlva. 

Tha  first  Htirly  out  w/aa  uffaieo  unuer  OPM  Authority  90-67  wivh  incantlva-    This 
authority  gava  it>^  authorization  wiadow  from  Octobar  26,  1980  through 
March31,  1691.  There  wsro  a  taiHlot  1,311  empluyaa*  who  took  advantegfl  of  this 
t^orly  out.  * 

The  sucuna  aany  out  was  otfured  uiiOar  OPM  Authority  dl-bl,  also  with  Incentive. 
The  early  out  window  was  from  August  1  through  Dacembar  31 .  1991 .  There  wero 
1.009  amployaas  who  saparated  during  tnis  warly  out  period. 

The  ttura  early  out  was  ottered  under  OPM  Authority  92-33  witn  nu  incentive,  Th« 
authorization  p«i-iod  waa  from  June  16  through  July  31,  1992.  A  total  of  69 
aniployeea  took  the  early  out. 

If  we  can  be  o*  further  aaaiatsnce  lo  you  In  this  matter,  plassa  have  your  fipproprlats 
staff  parson  contact  tarry  A.  King,  Director  of  Paraonnei.  on  |202)  727-6406. 

Sln(;e<ti;v, 


/^**  Sharon  Pran  Kaiiy  ^ 

Mayor 
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Ms.  Norton.  We  find  with  just  $25,000  that  people  are  lined  up 
to  the  door  pushing  each  other  down  to  get  out  of  the  Federal  Gov- 
ernment. We  really  are  finding  that.  And  what  we  are  doing  in  the 
Federal  Government  is  we  are  targeting  positions  which  are  highly 
paid.  We  don't  let  everybody  go.  We  say,  "You  can  go,  you  can  go 
and  you  can  go,  because  we  need  your  position.  You  can't  go.  You 
can't  go." 

What  we  find  is  that 

Mayor  Kelly.  That  is  correct. 

Ms.  Norton  [continuing].  Not  only  do  we  have  no  problem  get- 
ting rid  of  people,  we  have  a  backlog  of  people  who  want  to  leave 
the  government,  and  we  are  going  to  be  able,  for  the  most  part,  to 
meet  our  goals. 

In  fact,  the  Department  of  Defense,  which  we  thought  would  be 
most  difficult  in  this  regard,  has  had  a  tiny  trickle  of  layoffs  and 
have  been  able  to  do  virtually  the  whole  thing,  hundreds  of  thou- 
sands of  people,  by  these  voluntary  buyouts. 

Mayor  Kelly.  Well,  Mrs.  Norton,  I  can  tell  that  you  in  the  first 
year  we  did  that.  It  was  targeted,  as  I  suggested,  by  position, 
length  of  service  and  the  like.  It  was  not  random.  It  was  very  selec- 
tive in  terms  of  who  it  was  we  hoped  to  encourage  to  leave. 

But  because  of  the  continuing  pressures  of  the  recession  and  the 
urgency  of  balancing  our  budget  with  $2  billion  in  gaps,  we  were 
left  with  little  choice  except  to  engage  in  across-the-board  RIFs. 
That  is  how  we  started,  but  the  pressures  of  the  recession  did  not 
give  us  that  luxury. 

Ms.  Norton.  Across-the-board  RIFs  cost  you  money  and  a  whole 
lot  more  money  than  voluntary  buyouts.  I  could  only  ask,  as  you 
look  at  whatever  you  are  going  to  do  to  achieve  this  $150  million, 
if  there  is  planning  done  in  advance,  then  it  seems  to  me  the  city 
may  be  able  to  save  considerable  funds  by  using  voluntary  buyouts. 

We  were  able  to  get  bipartisan  consensus  to  do  so  for  reasons 
very  much  like  the  reasons  you  would  not  want  to  do  layoffs.  If  you 
do  layoffs,  then,  of  course,  all  you  do  is  dump  down  people,  getting 
the  wrong  people,  and  you  end  up  paying  more  in  any  case  because 
you  have  a  system  much  like  ours.  You  end  up  paying  more. 

A  lot  of  those  people  get  of  bumped  down  but  not  bumped  down 
in  salary.  The  wrong  people  go  out  the  door.  And  layoffs  cost  con- 
siderably more  than  Duyouts. 

I  ask  this  question  only  because  I  believe  that  the  Federal  Gov- 
ernment at  least  is  showing  that  you  can  reduce  a  work  force  if  it 
is  necessary  in  a  far  more  economical  way  than  across-the-board 
RIFs. 

Mayor  Kelly.  The  Federal  Government,  we  hope,  is  able  to 
achieve  that  goal.  They  have  only  begun.  We  will  look  at  that  op- 
tion. 

But  many  of  your  colleagues,  I  have  the  impression,  were  sug- 
gesting either  RIFs  or  withdrawing  the  legitimately  negotiated  pay 
raises  at  the  $106  million  target.  We  are,  of  course,  not  happy  with 
any  of  those  options  and  would  be  eager  to  look  at  any  other  option 
that  might  be  available 

Ms.  Norton.  First,  let  me  say,  I  don't  want  to  engage  in  an  argu- 
ment with  you.  But  I  am  going  to  say  to  you  that  the  Department 
of  Defense,  which  is  the  agency  in  the  Federal  Government  that 
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had  to  make  the  most  reductions  because  of  the  downsizing  of  the 
miHtary,  has  had  only  about  3  percent  layoffs.  So  the  notion  that 
some  of  my  colleagues  are  objecting  to  is  not  the  case.  Republicans 
and  Democrats  embraced  the  buyout  legislation. 

As  to  withdrawing  legitimate  pay  raises,  in  the  Federal  Govern- 
ment we  have  been  able  to  give  people  at  least  a  partial  pay  raise 
every  year.  Last  year,  we  gave  them  their  entire  locality  pay  raises. 

What  I  would  like  to  see  the  city  do,  instead  of  trying  to  poke 
holes  in  what  the  Federal  Grovernment  has  done  is  to  look  closely 
at  the  precedent  that  is  here.  If  it  doesn't  fit,  don't  use  it,  but  there 
is  something  to  learn  from  any  government.  I  would  hope  that  the 
city  would  simply  be  open  to  doing  so,  because  you  have  got  a  big 
problem  here  and  you  have  got  to  be  creative  in  dealing  with  it. 
All  we  are  trying  to  do  here  in  making  these  suggestions  to  be 
helpful. 

Mayor  Kelly.  I  appreciate  that.  We  are  open  to  all  ideas,  but  I 
would  suggest  that  the  precedence  was  established  here  which  has 
a  lot  to  do  with  why  Lorraine  Green  was  a  very  attractive  can- 
didate for  the  Federal  Government  after  she  did  precisely  those 
things  for  the  District  of  Columbia  government.  But  we  will  pursue 
it  further. 

The  Chairman.  Mr.  Bliley. 

Mr.  Bliley.  Thank  you. 

Mayor  Kelly,  you  gave  an  interesting  response  to  my  question, 
but  I  am  not  sure  it  answered  it.  You  came  up  here  and  we  gave 
you  all  of  these  tools  in  1991.  In  your  reply,  vou  listed  a  list  of 
problems,  but  the  problems  I  stipulated  were  nere  in  1991  when 
you  came. 

What  is  different  about  the  problems  today  than  there  were  in 
1991  when  you  came  that  brings  us  to  where  we  are  now? 

Mayor  Kelly.  To  the  extent,  Mr.  Bliley,  that  the  District  of  Co- 
lumbia government  has  been  able  to  balance  their  budget,  even 
though  we  have  been  dealing  with  a  terrific  economic  downturn 
and  $2  billion  in  budget  gaps,  it  is  entirely  attributable  to  the  fact 
that  you  were  helpful  enough.  We  were  able  to  get  the  additional 
money  for  the  Federal  payment,  and  as  well,  the  District  of  Colum- 
bia government  has  taken  on  some  monumental  cuts;  17  percent  of 
the  work  force  reporting  to  me,  taking  on  reforms  in  the  school  sys- 
tem with  883  positions  cut,  10  schools  being  closed;  and  taking  on 
reforms  in  D.C.  General  Hospital  with  200-plus  positions  already 
gone,  plus  additional  reforms  there;  taking  on  the  University  of  the 
District  of  Columbia;  taking  on  abuses  and  overtime  in  the  Police 
Department  and  the  Fire  Department;  as  well  as  indeed  up  at  least 
a  proposal  to  deal  with  the  reforms  associated  with  the  unfunded 
pension  obligations. 

It  is  your  help  that  has  allowed  us  to  get  through  these  last 
tough  3  years.  But  with  all  of  that,  the  District  of  Columbia  has 
a  changing  demographic  profile,  and  that  demographic  profile  con- 
tinues to  plague  us  because  we  are  continuing  to  lose  our  middle- 
class  tax  base.  We  continue  to  have  growth  in  a  needy  population. 
So  though  you  may  balance  the  budget  this  year,  you  continue  to 
face  a  loss  of  revenue  next  year  and  a  growth  in  expenditures  next 
year,  and  the  primary  source  of  that  growth  and  expenditures 
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tends  to  be  associated  with  traditional  State  functions — corrections, 
Medicaid,  and  AFDC. 

Without  your  help,  we  would  have  been  financially  embarrassed 
much  earlier. 

Thank  you. 

The  Chairman.  I  want  to  thank  both  of  you.  Chairman  Clarke, 
and  Mayor  Kelly.  As  you  say,  we  have  got  a  lot  to  do.  We,  on  our 
part,  have  to  try  to  facilitate  or  make  opportunities  for  you  to  get 
revenues  to  which  you  are  entitled.  For  your  part,  we  need  political 
help  if  we  are  going  to  provide  assistance  to  the  District,  and  I 
hope  that  we  can  continue  to  work  together  to  that  end. 

Thank  you  very  much  for  your  patience  and  your  cooperation  this 
morning. 

Mayor  Kelly.  Thank  you. 

The  CHAmMAN.  Our  next  panel  will  consist  of  Mr.  Robert  C. 
Bobb,  who  is  the  City  Manager  of  Richmond  Virginia;  Mr.  Ronald 
G.  Henry,  who  is  the  Executive  Director  of  the  Pennsylvania  Inter- 
governmental Cooperation  Authority;  and  Mrs.  Susan  Williams  and 
Mr.  James  Christian,  who  are  representing  the  Greater  Washing- 
ton Board  of  Trade. 

STATEMENTS  OF  ROBERT  C.  BOBB,  CITY  MANAGER,  RICH- 
MOND, VA;  RONALD  G.  HENRY,  EXECUTIVE  DIRECTOR, 
PENNSYLVANIA  INTERGOVERNMENTAL  COOPERATION  AU- 
THORITY; AND  JAMES  M.  CHRISTIAN  AND  SUSAN  WILLIAMS, 
GREATER  WASHINGTON  BOARD  OF  TRADE 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

It  is  my  pleasure  today  to  welcome  the  city  manager  of  my  city, 
Mr.  Robert  Bobb,  who  has  done  an  outstanding  job  and  who  will 
outline  for  this  committee,  I  am  sure,  in  his  testimony  and  in  re- 
sponse to  questions,  how  our  city  has  coped  with  the  changing  de- 
mographics— with  no  authority  to  tax  beyond  its  borders,  or  people 
who  work  in  the  city  and  live  in  the  suburbs — and  yet  has  done  so 
with  far  fewer  personnel  than  we  have  here  in  the  District.  It  will 
be  most  interesting,  and  I  look  forward  to  his  testimony. 

The  Chairman.  Before  Mr.  Bobb  starts,  I  wanted  to  apologize  to 
him.  The  fact  that  you  no  longer  have  an  audience  is  that  most  of 
the  District  employees  have  now  left  the  room.  If  you  brought  as 
many  employees  from  the  city  of  Richmond  as  they  brought  from 
the  District,  you  probably  wouldn't  be  able  to  balance  your  budget 
either. 

But  we  are  interested  in  what  you  have  to  say,  Mr.  Bobb.  Please 
proceed. 

Mr.  Bobb.  Thank  you,  Mr.  Chairman,  Congressman  Bliley  and 
members  of  the  Committee  on  the  District  of  Columbia.  Good  after- 
noon. I  have  been  asked  to  speak  to  you  today  on  the  City  of  Rich- 
mond's efforts  to  enhance  sound  fiscal  planning,  long-term  financial 
planning,  and  mechanisms  for  balancing  the  city  budget. 

As  Virginia's  capital  city,  Richmond  is  a  full-service,  independent 
city  with  just  over  203,000  residents.  Our  total  city  budget,  includ- 
ing Richmond  public  schools,  is  over  $720  million  annually. 

The  stringent  fiscal  requirements  of  Richmond's  city  charter 
mandate  fiscal  conservatism.  The  city  manager  is  required  to  sub- 
mit a  balanced  budget  recommenaation   to  the  Richmond   City 
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Council.  If  the  city  council  fails  to  adopt  a  balanced  budget  by  May 
31  of  every  year,  the  city  manager's  recommended  budget  takes  ef- 
fect Any  amendments  to  the  budget  during  the  fiscal  year  require 
both  the  consent  of  six  members  of  our  nine-member  city  council 
and  the  certification  by  the  director  of  finance  and  the  city  man- 
ager that  funds  are  indeed  available. 

Although  the  city  budgets  annually,  the  city  is  careful  to  remain 
focused  on  long-term  budget  issues.  In  addition  to  developing  a  5- 
year  capital  budget,  the  budget  office  revises  5-year  revenue  fore- 
casts on  a  regular  basis,  and  I  might  add,  on  an  annual  basis.  Our 
budget  is  revised  on  a  quarterly  basis  and  then  at  the  end  of  6 
months,  our  budget  is  reforecast  entirely. 

In  1982,  the  city  adopted  a  debt  policy  to  control  the  future  issu- 
ance of  its  bonded  debt.  It  is  the  policy  of  the  city  to  limit  general 
fund-supported  debt  so  that  the  following  provisions  are  met: 

One,  the  amount  of  our  general  fund-supported  debt  service  will 
not  exceed  10  percent  of  total  general  fund-supported  revenues; 

Two,  the  per  capita  general  fund  supported  debt  will  not  exceed 
7  percent  o^ per  capita  income; 

Three,  total  outstanding  general  obligation  debt  will  not  exceed 
7.5  percent  of  total  taxable  real  estate  value  in  our  city;  and 

General  fund-supported  debt  will  not  exceed  the  useful  life  of  the 
project  to  be  funded,  with  a  maximum  maturity  of  30  years.  And 
that  general  fund-supported  debt  will  be  structured  in  a  manner 
that  not  less  than  60  percent  of  the  outstanding  debt  will  be  retired 
within  10  years. 

It  is  important  to  note  for  the  committee  this  afternoon  that  our 
self-imposed  debt  policy  is  much  more  restrictive  than  that  re- 
quired by  Virginia  State  law. 

Another  critical  financial  policy  is  our  fund  balance  policy,  or  our 
"rainy  day  reserve"  policy.  Adopted  in  1988,  Richmond's  fund  bal- 
ance policy  established  the  following  goals: 

One,  the  city  manager  will  prepare  and  administer  general  fund 
budgets  that  will  provide  operating  surpluses  of  one-half  of  1  per- 
cent of  expenditures  until  the  undesignated  fund  balance  reaches 
at  least  5  percent  of  budgeted  expenditures; 

Two,  that  city  council,  in  adopting  the  general  fund  budget,  will 
provide  that  the  general  fund  operating  surpluses  be  no  less  than 
those  recommended  by  the  city  manager  in  the  submission  of  the 
general  fund  budget; 

Three,  that  no  appropriations  will  be  made  from  the  undesig- 
nated fund  balance  until  the  5  percent  goal  has  been  reached. 

Four,  that  the  city  will  not — and  I  stress  this  point — will  not  in 
any  instance  appropriate  from  the  undesignated  or  from  the  rainy 
day  fund  balance  until  at  least  1  year  subsequent  to  the  accumula- 
tion of  a  5-percent  undesignated  fund  balance  and  then  only  if 
faced  with  an  unusual,  unanticipated  and  otherwise  seemingly  in- 
surmountable hardship. 

To  illustrate  the  importance  of  our  fund  balance  policy,  or  rainy 
day  fund,  prior  to  its  adoption,  the  undesignated  fund  balance  was 
$18  million.  The  city  council  began  to  make  annual  appropriations 
from  the  undesignated  fund  balance  for  various  projects,  such  as 
increases  in  pay  for  teachers  and  some  other  special  projects.  The 
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fund  was  reduced  to  an  all-time  low  of  $1.2  million  as  a  result  of 
those  appropriations. 

Despite  the  warnings  of  the  bond  rating  agencies  and  the  finan- 
cial community,  those  funds  were  reduced,  and  as  a  result.  Stand- 
ard and  Poor's  reduced  the  city's  bond  rating  from  AA  to  AA-minus. 
After  adopting  the  rainy  day  or  fund  balance  policy  and  maintain- 
ing it  for  1  year.  Standard  and  Poor's  removed  the  minus  and  re- 
stored the  city's  AA  rating.  However,  recently,  when  the  Richmond 
City  Council  failed  to  appropriate  the  necessary  fund  balance  re- 
serve for  the  current  fiscal  year,  to  its  rainy  day  fund,  Moody's  In- 
vestors Services  reduced  the  city's  AA  credit  rating  to  A-1. 

In  developing  budget  recommendations,  the  city  operated  under 
established  guiding  principles  and  priorities  and  adhered  to  three 
very  essential  guiding  principles  that  guide  our  financial  integrity: 

First,  we  maintain  financial  integrity  and  stability,  no  matter 
what; 

Second,  we  fund  our  highest  priority  service  requirements;  and 

Third,  we  limit  the  financial  burden  on  our  citizens. 

Those  are  our  three  guiding  principles. 

Our  budget  priorities  include  public  safety,  public  education, 
youth  initiatives,  economic  development  and  public  health.  By  allo- 
cating expenditures  in  accord  with  our  guiding  principles  and  prior- 
ities, the  city  demonstrates  its  firm  commitment  to  the  most  criti- 
cal needs  of  the  community  in  those  areas,  and  those  areas  are 
funded  first  before  we  fund  any  other  areas. 

In  addition,  privatization  of  city  services  has  been  a  valuable 
budget  balancing  tool  for  us.  For  example,  we  have  privatized  the 
city's  nursing  home.  While  not  a  fully  self-supporting  institution, 
the  nursing  home  demands  much  less  subsidy  from  the  city  as  a 
private  entity  than  it  did  under  city  control.  For  example,  in  fiscal 
year  1992-93,  the  city's  subsidy  to  its  nursing  home  was  just  under 
$2  million.  I  might  add  that  prior  to  those  fiscal  years,  the  city's 
subsidy  to  its  nursing  home  was  in  excess  of  $5  million.  As  a  result 
of  privatization,  with  a  privately  managed  board,  the  subsidy  for 
1993-94  fiscal  year  was  reduced  to  $680,000. 

In  addition,  our  ambulance  authority  operates  under  a  modified 
public  utility  model.  This  is  a  publicly  accountable  authority  which 
is  made  up  of  private  citizens.  The  services  are  provided  by  a  pri- 
vate ambulance  service  vendor  with  rigorous  response-time  stand- 
ards, monitored  independently  by  medical  reviews  under  very 
stringent  quality  control.  Under  this  public-private  model,  the  am- 
bulance authority  teams  with  the  city's  fire  department  to  provide 
one  of  the  most  advanced  life  support  and  first-response  emergency 
systems  in  the  Nation. 

In  an  effort  to  respond  to  increased  demands  for  services  and  a 
decrease  in  revenue  streams,  the  city's  general  fund  work  force  has 
been  cut  significantly  over  the  last  7  years  from  5,003  employees 
to  4,400  employees.  While  some  employee  reductions  have  come 
from  budget  cuts,  I  might  add  that  many  of  our  reductions  in  our 
work  force  have  come  as  a  result  of  efficiency  improvements.  In  re- 
ducing our  work  force,  we  have  made  every  effort  to  ensure  that, 
as  personnel  are  eliminated,  the  quality  of  services  to  our  citizens 
is  not  significantly  diminished.  We  have  used  early-out  programs 
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and  early  retirement  programs.  We  have  downsized.  We  have  right- 
sized.  We  have  done  it  all. 

In  Richmond,  we  are  constantly  examining  revenue  sources  and 
have  beg^n  to  decrease  our  strong  reliance  on  real  estate  property 
taxes.  User  fees  for  trash  collection,  recycling  services  and  emer- 
gency 911  services  have  allowed  us  to  diversify  our  revenue 
streams  for  discrete  categories  of  services. 

In  seeking  to  revise  our  revenue  streams,  a  revenue  structure 
task  force  of  financial  experts  and  citizen  activists  works  with  us 
to  examine  all  of  the  city's  revenue  sources.  This  task  force  is  to 
recommend  changes  in  revenue  streams  to  increase  equity  and  to 
address  future  changes  in  various  revenue  sources.  Their  work  will 
serve  as  an  ongoing  model  for  future  budgeting  decisions. 

I  might  further  add  that  we  have  a  council  of  economic  advisers 
to  advise  the  city  administration  and  city  council  on  ongoing  finan- 
cial matters.  We  meet  regularly  with  this  group  of  university  pro- 
fessors, economists  and  business  finance  professionals  to  seek  their 
advice  not  only  on  the  financial  conditions  of  our  city,  but  also  to 
test  our  revenue  projections  before  those  revenue  projections  are 
made  public  to  the  city  council  and  to  the  community.  Richmond 
is  the  only  locality  in  Virginia  with  its  own  group  of  economic  ad- 
visers or  experts  to  provide  that  advice  to  us. 

I  understand  that  there  are  some  specific  questions  from  some 
members  of  the  committee,  and  rather  than  take  your  time  now  I 
have  attached  them  in  an  appendix  which  can  be  entered  into  the 
record. 

Thank  you,  Mr.  Chairman.  I  will  answer  any  questions  that  you 
have  regarding  the  city  of  Richmond. 

[The  prepared  statement  of  Robert  C.  Bobb  follows:] 
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TESTIMONY  OF  ROBERT  C  BOBB,  CITY  MANAGER, 

RICHMOND,  VIRGINIA 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

THURSDAY,  JULY  14, 19W,  10:30  a.in. 


MR.  CHAIRMAN.  CONGRESSMAN  BLILEY.  AND  MEMBERS  OF  THE 
COMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA,  GOOD  MORNING.  I  have  been  asked 
to  speak  to  you  today  on  the  City  of  Richmond's  efforts  to  enhance  sound  fiscal  planning,  long- 
term  financial  planning  and  mechanisms  for  balancing  the  City  budget.  As  Virginia's  capital 
city,  Richmond  is  a  full-service  independent  city  with  just  over  203,000  residents.  Our  total  City 
budget  including  Richmond  Public  Schools  is  over  $720  million  dollars  annually. 

The  stringent  fiscal  requirements  of  Richmond's  City  Charter  mandate  fiscal  conservatism. 
The  City  Manager  is  required  to  submit  a  balanced  budget  recommendation  to  City  Council.  If 
City  Council  fails  to  adopt  a  balanced  budget  by  May  31  of  every  year,  the  City  Manager's 
recommended  budget  takes  effect  Any  amendments  to  the  budget  during  the  fiscal  year  require 
both  the  consent  of  six  members  of  our  nine-member  City  Council  and  the  certification  by  the 
Director  of  Finance  and  the  City  Manager  that  funds  are  available. 

Although  the  City  budgets  annually,  the  City  administration  is  careful  to  remain  focused 
on  long-ierm  budget  issues.  In  addition  to  developing  a  five-year  capital  budget,  the  budget 
office  revises  five-year  revenue  forecasts  on  a  regular  basis. 

In  1982,  the  City  adopted  a  debt  policy  to  control  the  future  issuance  of  its  bonded  debt. 
It  IS  the  policy  of  the  City  to  limit  general  fund  supported  debt  so  that  the  following  provisions 

will  be  met: 

(1)  The  amount  of  general  fund  supported  debt  service  will  not  exceed  10%  of  total 
General  Fund  supported  revenues. 

(2)  Per  capita  General  Fund  supported  debt  will  not  exceed  7%  of  per  capita  income. 

(3)  Total  outstanding  general  obligation  debt  will  not  exceed  7.5%  of  total  taxable  real 
estate  value. 

(4)  General  Fund  supported  debt  will  not  exceed  the  useful  life  of  the  project  to  be 
funded  with  a  maximum  maturity  of  30  years. 
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(5)  General  Fund  supponed  debt  will  be  structured  in  a  manner  such  that  not  less  than 
60%  of  the  outstanding  debt  will  be  retired  within  10  years. 

It  is  important  to  note  that  our  own  self-imposed  debt  limitation  policy  is  much  more 
restrictive  than  that  required  by  Virginia  state  law. 

Another  critical  financial  polic>'  is  our  Fund  Balance  or  "rainy  day  reserve"  policy. 
Adopted  in  1988.  Richmond's  Fund  Bsilance  Policy  established  the  following  goals: 

(1)  Tlie  City  Manager  will  prepare  and  administer  general  fund  budgets  that  will 
provide  operating  surpluses  of  one-half  of  one  percent  of  expendimres  until  the 
undesignated  fund  balance  reaches  at  least  5%  of  budgeted  expenditures. 

(2)  City  Council,  in  adopting  the  general  fund  budget,  will  provide  that  the  general 
fund  operating  surpluses  be  no  less  than  those  recommended  by  the  City  Manager 
in  the  submission  of  the  general  fund  budget. 

(3)  No  appropriations  will  be  made  from  the  uftdesignated  fund  balance  until  the  5% 
goal  has  been  reached. 

(4)  The  City  will  not,  in  any  instance,  appropriate  fixjm  the  undesignated  fund  balance 
until  at  least  one  year  subsequent  to  the  accumulation  of  the  5%  undesignated 
fund  balance,  and  then  only  if  faced  with  an  unusual,  unanticipated,  and  otherwise 
.seemingly  insurmountable  hardship. 

To  illustrate  the  imponancc  of  our  fund  balance  policy,  prior  to  its  adoption,  the 
undesignated  fund  balance  was  $18  million.  The  City  Council  began  to  make  annual 
appropriations  from  the  undesignated  fund  balance  for  various  projects.  The  fund  was  reduced 
tt)  an  all-time  low  of  $1.2  million,  despite  the  warnings  of  the  rating  agencies  and  the  financial 
community.  Standard  and  Poor's  reduced  the  City's  bond  rating  from  AA  to  AA-.  After 
adt>piing  the  policy  and  maintaining  it  for  one  year,  Standard  and  Poors  restored  the  Cit>-'s  AA 
rating.  When  Richmond  City  Council  failed  to  appropriate  the  necessary  fund  balance  reserve 
for  the  current  fiscal  year,  Moody's  Investors  Services  reduced  the  City's  A  A  credit  rating  to  Al. 


In  developing  budget  recommendations,  the  City  operates  under  established  guiding 
principles  and  priorities.   Our  three  guiding  prindples  are  to: 

9        Maintain  financial  integrity  and  stability 
#        Fund  highest  priority  service  requirements 
9        Limit  the  financial  burden  on  our  citizens 
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Our  budget  priorities  include  public  safety,  public  education,  youth  initiatives,  economic 
development,  and  public  health.  By  allocating  expenditures  in  accord  with  our  guiding  principles 
and  priorities,  the  City  demonstrates  its  firm  commitment  to  the  most  critical  needs  of  the 
community. 

Privaiizatiun  of  City  services  has  been  a  valuable  budget  balancing  tool.  For  example, 
we  have  privatized  the  City's  nursing  home.  While  not  a  fully  self-supporting  institution,  the 
nursing  home  demands  much  less  subsidy  from  the  City  as  a  private  entity  than  it  did  under  City 
control.  In  Fiscal  Year  1992-93,  the  City's  subsidy  to  the  nursmg  home  was  just  under  2  million 
dollars.  In  Fiscal  Year  1993-94,  the  first  year  of  privatization,  the  subsidy  was  reduced  to 
$680,000. 

Our  ambulance  authority  operates  under  the  modified  utility  model.  The  publicly 
accountable  Richmond  Ambulance  Authority  board  contracts  with  a  private  ambulance  service 
vendor.  Rigorous  response  time  standards  are  diligently  monitored  and  independent  medical 
reviews  are  conducted  to  ensure  that  the  speed  and  quality  of  care  is  not  compromised.  Under 
this  public-private  model,  the  Ambulance  Auihoritj'  teams  with  the  Richmond  Fire  Department 
to  provide  one  of  the  most  advanced  life  support  and  first  responder  emergency  systems  in  the 
nation. 

In  an  cffon  to  respond  to  increased  demands  for  services  and  decreasing  revenue  streams, 
the  City's  general  fund  workforce  has  been  cut  significantly  over  the  last  seven  years  from  5,003 
to  4,455  employees.  While  some  employee  reductions  have  come  firom  budget  cuts,  many  have 
come  from  efficiency  improvements.  In  reducing  our  workforce,  we  have  made  every  effort  to 
ensure  that  as  personnel  are  eliminated,  the  quality  of  services  to  our  citizens  is  not  diminished. 

In  Richmond  we  arc  constantly  examining  revenue  sources  and  have  begun  to  decrease 
our  strong  reliance  on  real  property  taxes.  User  fees  for  trash  collection,  recycling  services  and 
Emergency-91 1  services  have  allowed  us  to  diversify  revenue  streams  for  discrete  categories  of 
service.  A  major  disadvantage  to  user  fees  is  that  these  costs  are  not  federally  tax  deductible  as 
are  local  property  taxes. 

In  seeking  to  revise  our  revenues  streams,  a  Revenue  Structure  Task  Force  of  finance 
experts  and  citizen  activists  is  examining  all  of  the  Oty's  revenue  sources.  Their  task  is  to 
recommend  changes  in  revenue  streams  to  increase  equity  and  address  future  changes  in  revenue 
sources.  Their  report  will  be  made  public  next  month  and  will  serve  as  a  model  for  future 
budgeting  decisions. 

Richmond  has  a  Council  of  Economic  Advisers  to  advise  the  City  administration  on 
financial  matters.  I  meet  with  this  group  of  university  professors,  economists,  and  business 
finance  professionals  to  seek  their  advice  on  the  fmancial  condition  of  the  Oty.   Richmond  is 
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the  only  locality  in  Virginia  wiih  such  a  group  of  experts. 

I  understand  there  are  some  speciiic  questions  from  some  members  of  the  committee,  and 
rather  than  take  your  time  now,  I  have  attached  them  in  an  appendix  which  can  be  entered  into 
the  record. 

Thanlc  you,  Mr.  Chairman,  and  I  will  answer  any  questions  that  you  may  have. 


Robert  C.  Bobb 
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APPENDIX 

Is  Richmond  under  any  mandatory  court  orders? 

With  the  exception  of  the  Voting  Rights  Act  which  binds  all  Virginia  localities,  Richmond 
is  currently  under  no  mandatory  co»irt  orders. 
Consent  Decrees 

The  City  of  Richtnond  has  entered  into  a  consent  decree  with  the  Commonwealth's 
Department  of  Environmental  Quality  and  the  federal  Environmental  Protection  Agency  for 
implementation  of  the  Combined  Sewer  Overflow  program.  Like  many  older  urban  areas, 
Richmond's  stormwater  and  wastewater  sewers  flow  through  the  same  piping.  With  a  heavy  rain, 
the  wastewater  sy.Mem  cannot  meet  the  capacity  and  the  result  is  the  flow  of  raw  sewage  into  the 
James  River.  City  staff  negotiated  the  level  of  corrective  action  with  the  EPA  and  die  Virginia 
Dcpanmcnt  of  Environmental  Quality.  Although  not  at  the  negotiating  table.  City  Council 
atTirmed  the  provisions  of  the  consent  decree.  To  date.  $32.6  million  in  federal  monies  and 
$83  9  million  in  City  funds  have  been  expended  in  CSO  and  CSO-related  projects.  To  address 
this  federal  mandate  in  Richmond,  we  expect  CSO  costs  over  the  next  10  years  to  amount  to 
$102  million,  all  at  local  expense.  Nadonwide,  CSO  will  cost  the  1,100  local  governments  some 
$1(K)  billion,  or  $7,000  for  every  household  in  these  cities. 

Richmond  as  Virginia's  Capital 

The  City  of  Richmond  receives  a  payment  in  lieu  of  taxes  from  the  Commonwealth  of 
Virginia  for  the  police,  fire  and  trash  services  provided  to  state  facilities  in  the  City.  The  City 
does  iKjt  receive  this  payment  for  the  state-owned  Virginia  Commonwealth  University  or  Medical 
College  of  Virginia  campuses.  This  payment  is  approximately  $2.2  million  annually  and 
corresponds  to  approximately  one-half  of  the  City's  real  property  tax  rate.' 

In  Richmond,  state-owned  property  accounts  for  10%  ($805  million)  of  the  total  assessed 
value  of  land  in  the  City  ($7.9  billion).  Including  the  state-owned  properties,  tax-exempt 
properties  in  Richmond  account  for  26.2%  ($2.0  billion)  of  the  total  assessed  value  of  land  in  the 
City. 

The  City  also  receives  state  funding  for  many  programs  including  schools,  social  services,  jails 
and  sheriiff  operations.  The  chan  attached  shows  the  local  and  state  share  of  these  costs. 

Income  and  Commuter  Taxes 

Recent  action  by  the  Virginia  General  Assembly  allowed  Virginia  localities  to  hold 


'The  City's  Real  Property  Tax  Rate  is  $1,415  per  $100  of  assessed  value. 

Robert  C.  Bobb 

House  District  Comminee  7/14/94 

Page  5 


123 


referenda  to  deternine  if  individual  localities  could  have  income  taxes.  No  locality  has  had  such 
a  referenda.  Commuter  taxes  are  not  expressly  permitted  in  the  Consdtution  of  Virginia,  and 
thcrefoit  would  requn^  action  by  the  General  Assembly  to  allow  any  locality  to  implement  such 
a  tax. 
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PMe: 


Maiuaging  the  Dehls 


Fmm  nis  corner  oKicc  wiih  hutje 
vMiioows  o\criookine;  downtown 
Rithmonn.  \  ircinia.  Cirv  Manager 
R'  iberi  L.,  Bobb  watcned  a  state 
IH  social  service  building  (><»"(?  up  a 
couple  ol  vears  aeo.  He  was  watching 
closeiv.    Wlien  me  cranes  wereni 
movine.  I  called."  he  iauehed.  cxae^er- 
atine  his  involvement  in  the  project  a 
block  awav.  But  his  interest  in  detail 
extends  to  mucn  of  hts  worK 

That  buildintr  now  houses  860 
people  who  usea  to  work  in  nearbv 
Hennco  ^,()un^v■.  aoon.  eround  will  be 
broken  under  iBnbh  si  window  lor  .1 
new.  S45  miiiiun  iiate  librarv  and 
archives.  Ai  the  corner,  a  third  sutc 
otfice  buildinc^Mii  replace  ttred  store- 
front propert\-. 

This  acuvitv  tits  into  Bubb  s  economic 
development  strategv  10  get  and  keep 
state  and  pn^'ate-sector  jobs  in  the  capi- 
tal cicv.  All  told,  about  S435  million  in 
downtown  huildine  projects  have  their 
financing  in  place.  Redevelopment 
effons  have  stretched  out  bevond  down- 
town to  the  ne'.^rhborhoods.  where  it  is 
sorelv  needed,  he  said. 

Citv  manager  since  1986.  Bobb  serves 
on  manv  o(  ihe  boards  and  committees 
overseeine  !de\eiopment|  projects — «> 
manv  t>oaios  that  ne  plans  to  cut  back. 
But  he  Ncems  to  revel  in  sitiine  in  <»n 
mcetines  and  eemne  a  Rrasp  ot  the 
details.  The  same  attention  goes  to  bud- 
geung.  Rjchmono  s  budget  started  skid- 
ding, along  with  the  national  economy, 
in  the  late  iy80s.  The  state  took  SI  1 
million  in  aid.  Downtown  businesses 
closed.  "We  had  to  make  totigh  calls." 
he  said,  iucn  as  cutting  stait  and  (reez- 
ing  salaries 

Budgets  have  not  erown  much  since. 
The  adoDted  fiscal  1994  budeei  ol 
S392.9  million  is  si. .5  million  less  than 
the  oreMon-*  \r.ir  s,  lUu  Bobb  will  noi 
<  ompromisr  on  tiicai  inteerir\'  Debt 
cannot  e\ceetl  lU  oerccnt  01  ihe  gen- 
eral tuna.  cM-n  tnough  that  is  below  a 
state  hmii.    No  matter  how  difficult  the 
budeet.  \vc  live  \Minin  that  rtcbi  oolicv  ' 
It  builds  (he  ouniic  s  and  Wall  .Street  s 
lontidence.  he  said. 

Vi  least  (inr-(»ait  ncrcent  oi  revenue 
iMch  ti-icai  \f.ir  •_"'ies  iow.iki  builclini:  .1 


Robert  i.  Bobb.  Ctts  \lantufrr.  Rtchmnna. 
Vir^nia 

rainvdav  fund  up  to  the  eventual  goal 
of  5  percent  of  the  general  fund.  It  now 
is  up  to  S12.5  million,  or  3.2  percent, 
though  once  it  had  dropped  to  SI  mil- 
lion. Standard  &  Poor  s  sent  a  warning 
letter  and  lowered  the  citv  s  rating  to 
.\.V  trom  AA  until  Bobb  put  in  place  an 
undesignated  fund  balance  policv  in 
1987  and  tunds  started  growing  The 
minus   was  removed  trnm  the  cm  s  W 
ratine  in  1989 

Bobb  meets  regularlv  wnih  local 
economises,  using  them  as  sounding 
txiards.  Accuracv  in  the  budget  process 
has  improved,  said  |efTrcv  Woodson, 
budget  director.  We're  taking  a  much 
closer  look  at  revenues."  he  said.  'Were 
refining  methodologies,  checking  more 
sources,  and  getting  more  sophisucaied.'" 

Bobb  came  to  Richmond  via  cit\- 
manager  posts  m  Kalamazoo.  .Michigan, 
and  bania  Ana.  California.  His  oniv  con- 
nection to  Richmond  was  a  ereat-ereat- 
i;randmoiher  v%im  was  sold  into  slaxcrv 
here.  His  familv  ended  up  in  LuiiiMana. 
where  he  yrew  uo  and  attended 
(•rambling  5ute  Liuversit\,  He  graau- 
.ited  with  a  political  science  degree  and 
.1  lierce  lovalrv  10  ihe  New  t>rleans 
Saints.  Hii  ottice  holds  several  autin 
graphed  (ootball.s  to  prove  it.  His 
master  s  oceree  in  business  is  rrom 
Western  'vlu  hiean  Liii\cisu\. 


But  Bobb  feels  a  real  attachment  to 
Richmond,  the  most  urbanized  cicv  he 
has  served  and  home  (unul  recentiv]  to 
the  rtrst  Aincan-.-\jnencan  governor.  L 
Douglas  Wilder.  This  is  a  verv  civnamic 
cit\'.^  He  lives  here  xvith  his  wife  and  six- 
year  old  son.  whose  artwork  graces  his 
office  wall.  He  has  two  other  grown  sons. 

No  Hiding  ffrom  Issoas 

Bobbs  )ob  descnption  is  varied.  Not  onh' 
does  he  manage  public  works,  hrc.  and 
police,  but  he  also  attends  to  meniaJ 
health,  social  ser\ices,  courts,  and  ^atb. 
There  s  a  diversitv  ot  issues  to  attend  to. 
Vou  cannot  run  or  hide."  he  said. 

He  has  put  in  place  several  strategies 
to  improve  the  ciiv.  Communicv- 
onented  policing  and  a  drug-free 
block  program  are  helping  10  fight 
cnme.  Violent  cnme  was  reduced  9 
percent  in  1992  over  1991.  although 
the  citv  still  has  one  of  the  highest 
homicide  rates.  A  strategy  for  reform' 
ing  welfare  went  to  the  city  council  [in 
midsummer  of  1993]. 

The  sou-spoken  Bobb  sits  forward  in 
his  chair  and  talks  about  a  strategy  to 
locate  cit\'  services  m  a  downtrodden 
communitv  on  the  east  side  of  town. 
■"One  o!  the  most  exciung  urban 
redesigns  ot  covernment  is  under  wav." 
he  said.  The  citv  is  creaung  a  satellite 
citv  hall  with  a  quasKicv  manager.  Citv 
empiovees  with  a  vested  interest  m  the 
neighborhood  were  chosen  to  work 
there,  to  irv  out  mnovauve  ideas  without 
fear  of  failure  tor  the  next  three  vears. 

The  citv  IS  entenng  into  contractual 
agreements  with  residents,  guarantee- 
ing  services  and  aiming  tor  such  paruc* 
ular  outcomes  as  improved  test  scores 
or  iewer  low-birth-weight  babies. 

Not  About  Failure 

Of  the  east-side  neighborhood  project. 
Bobb  said,    h  s  totally  outcome-based. 
Its  an  opporiunir\  to  prove  govern- 
ment can  wftrk  and  be  held  account- 
able. We  have  to  move  awav  from 
blaming  government  when  we  ve 
upheld  our  oart.  It  s  not  about  tailure. 
Its  about  ihc  t'lcht  " 
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Bobb  has  had  his  run-ins  with  cm' 
I      counciimemoers  and  neiehborhood 
and  reticious  eroups  on  other  mauers. 
Someumes.  ne  is  too  involved  in  details, 
and  other  times,  he  co-opts  inc  coun- 
cil's decision  making,  its  memoers  sav. 
I      Bobb  concedes  that  his  manaeemeni 
I      stvle  IS  both    oarucipaiorv  and  auio- 
I      crauc.  1  will  hsten  to  input,  but  some- 
one has  to  mane  a  decision.  I  find  a 
I      hard  to  take  no  tor  an  answer  ' 
I  Manv  counciimemoers  were  unhappy 

I      with  his  desire  to  increase  several  fees  to 
I      reduce  tax  rates  aramaucallv.  because 
I      ihev  enaed  ud  with  the  blame.  Landfill 
ana  rec\'ciine  tees  did  e[0  up.  But  aiier  a 
I      ihree-vear  battle  to  raise  manv  other 
fees,  he  is  eivm?  it  a  rest  |in  1993).  he 
said,  not  suef^esune  anv  new  tees. 

Besides,  there  are  other  thintrs  to  do. 
With  the  two  buildines  gointj  up  out- 
side his  winaow.  someone  s  got  to  keep 
an  eve  on  things. 
— Ellen  Perlman 
Staff  VVnter 
City  6^  Stau 
Chicago.  Illinois 

liliiniii^  uMfi  ri rin  mnn  ihtAurusi  i&AtW^mtafr 

12.  1993-  asue  of  Cm  tf*  iiau.  CAuofO.  /Uinau. 
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The  Chairman.  Mr.  Henry,  are  you  going  to  tell  us  how  it  was 
under  His  Honor  Rizzo? 

STATEMENT  OF  RONALD  G.  HENRY 

Mr.  Henry.  I  should  note  that  the  Pennsylvania  Intergovern- 
mental Cooperation  Authority,  which  we  call  PICA  for  ease,  not 
having  to  use  all  of  those  words,  is  the  fiscal  oversight  agency  cre- 
ated by  the  State  to  look  over  the  shoulder  of  the  city  of  Philadel- 
phia. 

The  Chairman.  Does  it  have  authority,  or  is  it  just  advisory? 

Mr.  Henry.  It  is  a  little  bit  of  both.  If  you  stick  with  me  for  a 
few  minutes,  I  will  try  to  cover  the  landscape. 

PICA  was  created  in  1991  after  Philadelphia's  investment  grade 
rating  was  withdrawn  by  all  of  the  national  credit  agencies.  That, 
in  turn,  caused  the  city's  annual  public  note  offering  to  fail  and 
precipitated  both  a  cash  crisis  and  a  crisis  of  confidence  in  the  ca- 

f)acity  of  Philadelphia  to  figure  its  fiscal  affairs.  In  short,  the  city 
ost  the  abihty  to  finance  itself.  It  had  no  choice  but  to  seek  help. 
Left  to  itself,  the  city  faced  a  quarter  of  a  billion  dollar  operating 
deficit  by  fiscal  year  1998. 

The  PICA  process  is  based  upon  the  philosophy  that  the  city 
should  not  be  bailed  out,  but  rather  should  be  given  the  time  and 
the  tools  to  remake  itself.  Philadelphia  was  given  the  right  to  apply 
to  the  Authority  for  financial  assistance  in  the  form  of  PICA  bond 
proceeds.  Our  bonds,  which  may  be  issued  through  the  end  of  this 
year,  are  secured  by  a  pledge  of  a  portion  of  the  tax  imposed  on 
the  wages  and  earnings  of  city  residents,  although  the  city  does 
have  the  right  to  enact,  and  does  enact,  a  nonresident  wage  tax. 
The  bonds  mature  over  10  years  in  the  case  of  deficit  reduction 
bonds  and  over  30  years  in  the  case  of  bonds  for  capital  purposes. 

In  1992,  PICA  issued  bonds  in  the  amount  of  $474.6  milHon, 
$120  million  of  which  was  allocated  to  capital  projects,  in  addition 
to  ftinds  set  aside  for  both  accumulated  and  2  years  of  anticipated 
operating  deficits. 

In  1993,  we  issued  $174  million  for  capital  purposes,  and  addi- 
tional amounts  to  both  refund  PICA  and  city  debt.  At  this  stage, 
the  city  has  not  yet  received  the  restoration  of  its  investment  grade 
ratings.  With  PICA  assistance.  Mayor  Ed  Rendell  and  city  council 
have  moved  the  city  from  a  huge  projected  deficit  to  what  we  ex- 
pect will  be  a  substantial  operating  surplus  for  the  fiscal  year 
ended  June  30,  1994. 

PICA  does  not  have  powers  like  those  of  New  York  State's  finan- 
cial control  board,  but  the  city  is  required  by  statute  to  develop  a 
5-year  financial  plan  based  upon  reasonable  estimates  of  both  reve- 
nues and  expenditures,  and  which  shows  balanced  budgets  for  each 
of  its  years.  PICA  approval  of  the  plan  is  a  precondition  for  any  as- 
sistance, and  there  are  sanctions  which  may  be  imposed  if  the  plan 
should  become  unbalanced  and  that  imbalance  is  not  remedied  by 
the  city. 

Specifically,  they  include  withholding  from  the  city  the  remaining 
portion  of  the  dedicated  tax  not  used  for  debt  service,  any  unex- 
pended capital  funds,  and  we  also  have  the  power  to  direct  the 
State  budget  secretary  to  withhold  certain  categories  of  State  as- 
sistance. 
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It  is  not  the  most  friendly  way  of  applying  sanctions.  It  is  kind 
of  like  a  nuclear  deterrent  where  you  can  make  things  better  only 
by  threatening  to  make  things  worse. 

When  the  District,  or  the  Congress  for  that  matter,  will  come  to 
terms  on  a  long-term  basis  with  the  underlying  realities  of  the  fis- 
cal condition  is  speculative.  I  suspect  it  will  take  some  cataclysmic 
event  to  bring  a  sharp  focus  to  the  situation. 

That  certainly  was  the  case  in  Philadelphia  in  1990  and  1991. 
While  I  would  not  hold  myself  out  to  be  an  expert  on  Washington's 
finances,  the  difficult  and  complicated  issues  which  the  next  mayor 
and  council  must  make  inevitably  offer  opportunities  in  this  elec- 
tion year  for  inflammatory  rhetoric  at  the  cost  of  rational  debate. 
At  base,  however,  until  there  is  consensus  on  the  scope  and  nature 
of  the  problem,  it  is  unlikely  that  there  will  be  a  consensus  on  the 
scope  and  nature  of  the  solutions. 

Unfortunately,  in  most  cases,  matters  have  to  become  undeniably 
bad  for  the  critical  mass  of  either  the  public  or  elected  officials  to 
acknowledge  that  something  is  wrong,  and  I  compliment  you  and 
members  of  this  committee  on  having  this  hearing. 

In  the  case  of  Philadelphia,  the  PICA  act  mandated  that  the  city 
develop  a  5-year  plan,  report  results  quarterly  or  when  extraor- 
dinary events  occur,  and  annually  update  the  plan  and  add  another 
year  to  it.  The  current  plan,  which  is  the  third,  covers  fiscal  years 
1995  through  1999.  At  one  point  in  December  1992,  the  authority 
declared  the  existence  of  a  plan  variance,  and  monthly  reporting 
was  required  thereafter  until  a  plan  of  correction  was  set  in  place 
in  May  1993. 

The  plan  and  reporting  regimen  has  been  valuable,  as  have  peri- 
odic staff  reports  on  the  details  of  the  budget  and  government  oper- 
ations. 

I  will  leave  with  you  our  most  recent  staff  report  as  well  as  the 
most  recent  5-year  plan  of  the  city.  We  have  other  copies  if  you 
would  like  to  have  them. 

We  have  learned  several  things  over  the  last  3  years.  While  I 
would  offer  the  cautionary  thought  that  all  situations  are  different, 
I  would  like  to  share  a  couple  of  those  lessons  with  you.  The  first 
is  that  a  financial  plan  is  not  just  a  financial  plan.  Fiscal  results 
do  not  exist  in  a  vacuum.  What  we  have  been  doing  with  the  city 
since  1991  has  really  been  the  creation  and  monitoring  of  a  man- 
agement plan  and  its  financial  effects.  While  the  goal  of  the  process 
is  the  production  and  maintenance  of  a  budget  that  is  balanced 
from  year  to  year,  and  to  highlight  areas  of  financial  risk,  it  is 
equally  clear  that  the  fiscal  picture  is  a  representation  of  a  series 
of  other  choices.  Many  of  those  decisions  are  made  elsewhere — on 
the  Federal  level,  the  State  level — but  many  are  also  made  by  the 
city  itself. 

You  have  alluded  to  discretionary  spending,  and  that  is  exactly 
what  I  am  referring  to.  It  is  imperative,  however,  that  any  plan- 
ning process  involve  an  effort  to  step  back  and  assess  what  the 
budget  numbers  mean  in  terms  of  services,  burdens,  and  long-term 
prospects  for  the  city  and  its  citizens.  It  should  be  an  objective  view 
of  assets,  liabilities,  threats  and  opportunities.  A  budget  that  is  bal- 
anced in  an  accounting  sense  at  the  same  time  may  be  financing 
a  government  that  is  truly  not  functional. 
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The  second  is  that  there  is  no  such  thing  as  a  value-neutral  pub- 
lic policy.  When  public  officials,  whether  here  or  anywhere  else,  are 
being  asked  to  make  so-called  hard  choices,  they  are  being  asked 
to  make  value  judgments.  Whether  it  is  the  preference  for  single- 
family  home  ownership  or  whether  the  District  of  Columbia  should 
be  permitted  to  enact  a  nonresident  income  tax,  every  decision  im- 
plies a  judgment  of  relative  social  value. 

I  believe  that  individuals  are  economically  rational  and  that  they 
will  react  to  external  events  which  impact  tnem  within  their  capac- 
ity to  do  so.  It  is,  therefore,  inevitable  that  particularly  local  gov- 
ernment decisions  will  provoke  a  response  that  creates  fiscal  and 
programmatic  ripples,  and  sometimes  even  tidal  waves. 

Fundamental,  I  believe,  to  the  problem  is  the  reluctance  on  the 
part  of  many  public  officials  to  face  the  reaction  when  they  make 
choices  mandated  by  limited  resources.  I  would  suggest  that  public 
aggravation  and  opposition  to  so-called  "hard  choices"  arises  almost 
as  much  from  a  perception  of  unfairness  as  it  does  from  the  actions 
themselves.  The  reactions  at  times  represent  pent-up  hostility 
against  the  system  that  happens  to  be  focused  on  one  event. 

As  we  quickly  learned  in  Philadelphia,  a  government  that  seems 
to  be  out  of  control,  out  of  touch  and  the  source  of  anecdote  after 
anecdote  of  inefficiency  and  abuse  has  a  credibility  problem  at  least 
as  large  as  its  fiscal  crisis. 

The  third  point  is  that  expecting  the  process  to  be  free  of  politics 
is  like  trying  to  repeal  the  law  of  gravity.  Politics  is  the  process  by 
which  decisions  are  made  and  power  allocated,  and  our  system  re- 
lies upon  interests  being  articulated  and  advocated  as  forcefully  as 
possible.  In  such  an  environment,  it  is  difficult  to  reach  consensus 
on  the  nature  of  the  problem  and  even  harder  to  reach  consensus 
on  the  nature  of  the  solution  and  to  create  the  degree  of  unity 
among  the  stakeholders  that  is  necessary,  not  the  least  of  which  is 
that  the  participants  in  the  grand  coalition  created  by  the  per- 
ceived adversity  have  only  the  adversity  to  hold  them  together. 
Long-standing  animosities  or  other  institutional  pressures  will 
drive  them  apart  once  the  perception  of  adversity  moderates  and 
support  for  reform  diminishes  accordingly. 

In  Philadelphia,  the  1990-93  period  was  marked  by  a  unique 
convergence  of  political  power  clustered  around  the  issue  of  the 
city's  solvency.  Elected  officials  found  enough  common  ground  to 
pass  the  PICA  act  and  for  the  city  to  construct  a  series  of  credible 
financial  plans  and  concessionary  labor  contracts.  In  even  the  most 
stable  systems,  however,  relationships  and  interests  shift  and  the 
pressures  imposed  upon  people  in  public  life  require  you,  as  well 
as  local  officials,  to  pay  constant  heed  to  the  warning  signs  of  incip- 
ient political  problems.  Philadelphia  is  not  an  exception  to  that 
rule,  and  the  District  is  not  either. 

What  this  means,  among  other  things,  is  that  any  system  has 
only  a  limited  amount  of  time  for  business  as  usual  to  take  a  back 
seat  to  institutional  change. 

The  fourth  point  is  that  good  accounting  and  reporting  will  ex- 
plain the  results  of  prior  decisions  and  thereafter  help  with  choices. 
We  found  very  early  on,  as  I  gather  has  been  the  case  with  the  Dis- 
trict, that  Philadelphia's  internal  reporting  system  left  much  to  be 
desired.  While  the  administration  in  Philadelphia  is  spending  a  sig- 
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nificant  amount  to  upgrade  its  systems,  they  still  fall  far  short  of 
contemporary  standards.  It  will  take  at  least  another  year  to  bring 
them  up  to  par.  It  is  a  truism  in  our  city  government  that  everyone 
knows  exactly  what  they  have  to  spend,  but  no  one  knows  or  cares 
what  anything  costs.  That  makes  educated  decisionmaking  very 
difficult  and  camouflages  the  results  of  prior  decisions. 

The  effects  of  government  choices  are,  as  I  mentioned  before, 
seen  in  choices  made  by  individuals  and  they,  in  turn,  show  up  in 
revenue  numbers,  changing  demands  for  services  and  variations  in 
expenditures.  As  systems  become  more  efficient  and  analysis  is 
more  sophisticated,  the  information  produced  becomes  more  useful 
and  dramatically  compresses  the  time  between  a  policy  decision 
and  the  ability  to  assess  its  result.  I  should  note,  however,  as  we 
have  seen  in  Philadelphia,  that  in  political  terms  this  also  in- 
creases the  likelihood  that  observers  will  be  abre  to  understand  the 
cause-and-effect  relationships  between  decisions  and  their  results, 
and  thereby  make  people  responsible  for  their  actions.  Not  every- 
one is  prepared  for  that  result. 

The  fifth  point  is  that  accountability  is  necessary  for  reform,  but 
it  threatens  established  administrative  and  established  political  re- 
lationships. If  a  plan-making  system  is  to  be  successful,  it  must  be 
comprehensive  and  it  must  be  the  product  of  input  from  all  levels 
of  government.  Its  results  also  should  circulate  within  government 
and,  in  turn,  be  used  as  tools  to  make  fundamental  changes. 

Our  goal  at  PICA  and  the  city  of  Philadelphia  is  to  build  capacity 
for  informed  decisionmaking  and  assessment  of  results,  in  short,  to 
pick  winners  and  losers.  Taken  to  its  logical  conclusion,  the  system 
could  produce — but  there  is  no  guarantee  that  it  will — a  radical  re- 
orientation of  budgetary  authority,  of  programs,  of  personnel  and 
policy  emphasis. 

In  general,  cities  do  not  find  themselves  at  the  brink  of  insol- 
vency because  they  have  done  everything  right.  Our  experience  has 
been  that  change  is  difficult  to  impose,  that  the  bureaucracy  is  very 
resistant  to  it  and  that  internal  and  external  constituencies  will  lie, 
frankly,  will  sabotage,  will  delay,  critique  and  do  everything  they 
can  to  stop  the  plan  from  being  effective.  It  is  antithetical  to  the 
way  in  which  much  of  the  government,  both  elected  and  nonelected, 
has  done  business  for  generations,  and  it  is  naive  to  expect  them 
to  roll  over  and  play  dead  when  you  wave  a  copy  of  a  financial  plan 
under  their  noses. 

One  virtue  of  the  PICA  process  and  one  virtue  of  the  role  of  the 
Congress  is  that  we  have  the  authority  to  stay  at  the  table  and 
place  pressure  on  elected  and  appointed  officials. 

I  would  ask  only,  as  a  final  point — and  I  apologize  for  going  on 
longer  than  I  probably  should  have — that  it  is  imperative  that  you 
recognize  the  unique  nature  of  your  situation  and  the  relationship 
between  the  District  and  the  Congress.  The  Federal  relationship  is 
truly  unique.  It  should  not  be  permitted  to  be  used  as  a  device  to 
avoid  true  debate.  Equally,  I  would  ask  that  Congress  step  back 
and  assess  the  mandates  tnat  you  have  imposed  on  District  govern- 
ment and  local  government  generally  to  determine  how  many  are 
necessary  and  how  much  they  really  cost. 

The  final  point  that  I  would  make  is  to  look  behind  the  numbers. 
Decisions  that  are  being  made  today  will  have  long-term  effects.  In 
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the  same  way  the  Comptroller  Greneral  talked  about  the  shift  in  the 

Eroperty  tax  money,  I  think  you  have  to  take  a  much  longer  view, 
ecause  there  are  hundreds  of  thousands  of  people  in  the  District 
who  are  relying  on  someone  taking  a  longer-term  perspective  on  its 
situation,  and  I  am  concerned  that  there  is  the  urge  to  put  a  Band- 
Aid  on  it  and  wait  for  the  next  administration. 

Thank  you  for  your  indulgence,  and  I  would  be  happy  to  answer 
any  questions. 
The  Chairman.  Thank  you. 
[The  prepared  statement  of  Ronald  G.  Henry  follows:] 
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Mr.  Chairman,  I  am  Ronald  G.  Henry,  and  I  serve  as  Executive  Director  of  the 
Pennsylvania  Intergovernmental  Cooperation  Authority  (knovn  as  PICA),  the  fiscal 
oversight  agency  for  the  City  of  Philadelphia.  I  would  note  tliat  the  views  I  will 
express  today  are  my  own,  and  should  not  be  interpreted  as  thiose  of  PICA  or  any  other 
entity  or  individual. 


PICA  was  created  by  the  Commonwealth  of  Pennsylvania  in  1991  after 
Philadelphia's  investment  grade  ratings  were  withdrawn  by  the  major  credit  agencies. 
That,  in  turn,  caused  the  City's  annual  public  note  offering  to  fail  and  precipitated  both 
a  cash  crisis  and  a  crisis  of  confidence  in  the  capacity  of  Philadelphia  to  manage  its 
fiscal  affairs.   In  short,  the  City  lost  the  ability  to  finance  itself.   It  had  no  choice  but  to 
seek  help. 


The  PICA  process  is  based  upon  the  philosophy  that  the  City  should  not  be 
"bailed  out" ,  but  rather  should  be  given  the  time  and  tools  to  re-make  itself. 
Philadelphia  was  given  the  right  to  apply  to  the  Authority  for  financial  assistance  in  the 
form  of  PICA  bond  procet/.ls.   Our  bonds,  which  may  be  isst  ed  through  the  end  of 
1994,  are  secured  by  a  plcr.ge  of  a  portion  of  the  tax  imposei  on  the  wages  and 
earnings  of  City  residents   -  over  ten  years  in  the  case  of  deficit  reduction  bonds  and 
over  up  to  thirty  years  in  the  case  of  debt  issued  for  capital  purposes. 


In  1992  PICA  issued  bonds,  in  the  amount  of  $474.6  million,  $120  million  of 
which  was  allocated  to  capital  projects,  in  addition  to  funds  S5t  aside  for  both 
accumulated  and  anticipated  operating  deficits.   In  1993  we  issued  $174  million  for 
capital  purposes,  and  additional  amounts  to  refund  both  City  and  PICA  bonds.   With 
PICA  assistance.  Mayor  Ed  Rendell's  administration  and  City  Council  have  moved  the 
City  from  huge  projected  operating  deficits  to  what  we  expect  will  be  a  substantial 
operating  surplus  for  the  fiscal  year  ended  June  30,  1994. 


PICA  does  not  have  powers  like  those  of  the  New  York  State  Financial  Control 
Board,  but  the  City  is  required  by  statute  to  develop  a  five-ytar  financial  plan  based 
upon  reasonable  estimates  of  both  revenues  and  expenditures,  and  which  shows 
balanced  budgets  for  each  of  its  years.     PICA  approval  of  tl.'3  plan  is  a  precondition  for 
any  assistance,  and  there  are  sanctions  which  may  be  imposed  if  the  Plan  should 
become  unbalanced  and  the  imbalance  is  not  remedied  by  the  City. 


When  the  District  .or  Congress,  for  that  matter)  will  come  to  terms  on  a  long- 
term  basis  with  the  underlying  realities  of  is  fiscal  condition  is  speculative,  and  I 
suspect  it  will  take  some  cataclysmic  event  to  bring  a  sharp  focus  to  the  situation. 
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While  I  would  not  hold  myself  out  to  be  an  expert  on  Washington's  finances,  the 
difficult  and  complicated  issues  which  the  next  mayor  and  council  must  face  inevitably 
offer  opportunities  in  this  election  year  for  inflammatory  rhetoric  at  the  cost  of  rational 
debate.   At  base,  however,  until  there  is  consensus  on  the  scope  and  nature  of  the 
problem,  it  is  unlikely  that  there  will  be  consensus  on  the  scope  and  nature  of  the 
solutions.   Unfortunately,  m  most  cases  matters  have  to  becoi-ie  undeniably  bad  for  a 
critical  mass  of  either  the  public  or  elected  officials  to  acknovledge  that  something  is 
wrong,  and  I  complement  you  on  addressing  the  problem  at  t!iis  time. 


In  the  case  of  Philadelphia,  the  PICA  Act  mandates  that  the  City  develop  a  five- 
year  plan,  report  results  quarterly  (or  when  extraordinary  events  occur)  and  annually 
update  the  plan  and  add  another  year  to  -t.   Tlie  current  plan,  the  third,  covers  fiscal 
years  1995  through  1999.  'vt  one  point,  in  December  of  1992,  the  Authority  declared 
the  existence  of  a  Plan  vanance,  and  monthly  reporting  was  required  thereafter  until  a 
plan  of  correction  was  set  in  place  in  May  of  1993.   The  plan  and  reporting  regimen 
has  been  valuable,  as  have  periodic  PICA  Staff  reports  on  the  details  of  the  budget  and 
government  operations. 


We  have  learned  several  things  over  the  last  three  yea-s,  and  while  I  would 
offer  the  cautionary  thought  that  all  situations  are  different,  I  would  like  to  share  some 
of  those  lessons  with  you. 


The  first:   a  financ  iai  plan  is  not  just  a  "financial"  plan.   Fiscal  results  do  not 
exist  in  a  vacuum.   What  we  have  been  doing  with  the  City  of  Philadelphia  since  1991 
has  been  the  creation  and  monitoring  of  a  management  plan  end  its  financial  results. 
While  the  goal  of  the  process  is  the  production  and  maintenance  of  a  budget  that  is 
balanced  from  year  to  year  and  to  highlight  areas  of  financial  risk,  it  is  equally  clear 
that  the  fiscal  picture  is  a  representation  of  the  results  of  a  sedes  of  other  choices. 
Many  of  those  decisions  are  made  elsewhere,  whether  by  other  levels  of  government  or 
the  private  sector,  but  many  more  are  made  by  the  city  itself.   It  is  imperative  in  any 
planning  effort  to  step  back  and  assess  what  the  budget  numbers  mean  in  terms  of 
services,  burdens  and  the  long-term  prospects  for  the  city  and  its  citizens.   It  should  be 
an  objective  view  of  asset.* ,  liabilities,  threats  and  opportunities.   A  budget  that  is 
"balanced"  in  an  accounting  sense  at  the  same  time  may  be  financing  a  government  that 
is  not  functional. 


The  second:   there  is  no  such  thing  as  a  "value  neutral"  public  policy.  When 
public  officials  are  urged  (o  "make  hard  choices"  they  are  bemg  asked  to  make  value 
judgments.   Whether  it  is  the  Internal  Revenue  Code's  preference  for  single  family 
home  ownership,  or  whetner  D.C.  should  be  permitted  to  enact  a  non-resident  income 
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tax,  every  decision  implies  a  judgment  of  relative  social  valut'-.   I  believe  that 
individuals  are  economicaily  rational  and  that  they  will  react  to  external  events  which 
impact  them  within  their  cvpacity  to  do  so.   It  is,  therefore,  inevitable  that  decisions 
made  by  government  will  provoke  a  response  that  creates  fist  al  and  programmatic 
ripples  (and  at  times  tidal  vaves). 


Fundamental  to  the  problem  is  a  reluctance  on  the  pait  of  many  public  officials 
to  face  the  reaction  when  they  make  choices  mandated  by  limited  resources.  I  would 
suggest  that  public  aggrav.ition  and  opposition  to  so-called  "hard  choices"  arises  abnost 
as  much  from  a  perception  of  unfairness  as  it  does  from  the  actions  themselves,  and  the 
reaction  at  times  represent;  pent-up  hostility  against  the  systeai  that  happens  to  be 
focused  on  one  event.   As  we  quickly  learned  in  Philadelphia,  a  government  that  seems 
to  be  out  of  control,  out  ot  touch  and  the  source  of  anecdote  after  anecdote  of 
inefficiency  and  abuse  has  a  credibility  problem  at  least  as  large  as  its  fiscal  crisis. 


The  third  point  is  that  expecting  the  process  to  be  free  of  politics  is  like 
trying  to  repeal  the  law  nf  gravity.   Politics  is  the  process  by  which  decisions  are 
made  and  power  allocated  in  society,  and  our  system  relies  upon  interests  being 
articulated  and  advocated  is  forcefully  as  possible.   In  such  an  environment  it  is  hard  to 
reach  consensus  on  the  nature  of  a  fiscal  problem,  and  it  is  e/en  more  difficult 
thereafter  to  create  and  m?.intain  the  degree  of  unity  among  the  stakeholders  whose 
participation  and  cooperation  is  necessary  to  reach  a  solution.   Not  the  least  risk  is  that 
the  participants  in  the  "grind  coalition"  created  by  perceiveti  adversity  have  only  that 
adversity  to  hold  them  to;,  ether.   Long-standing  animosities  or  other  institutional 
pressures  will  drive  them  .ipart  once  the  perception  of  adversity  moderates,  and  support 
for  reform  diminishes  accordingly. 


In  Philadelphia,  th3  1990-1993  period  was  marked  b>  a  unique  convergence  of 
political  power  clustered  around  the  issue  of  the  City's  soivcicy.   Elected  officials  on 
the  local,  regional  and  State  level  found  enough  common  ground  to  pass  the  PICA  Act 
and  for  the  City  to  constn:ct  a  series  of  credible  financial  plans  and  concessionary  labor 
contracts.    In  even  the  most  stable  systems,  however,  relationships  and  interests  shift, 
and  the  pressures  imposed  upon  people  in  public  life  require  them  to  pay  constant  heed 
to  the  warning  signs  of  incipient  political  problems.   Philadelphia  certainly  is  not  an 
exception  to  that  rule,  anu  I  would  expect  the  District  to  be  the  same. 


What  that  means,  imong  other  things,  is  that  any  system  has  only  a  limited 
amount  of  time  for  "business  as  usual"  to  take  a  back  seat  to  institutional  change. 
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The  fourth  point  is  that  good  accounting  and  reporting  will  explain  the 
results  of  prior  decisions,  and  help  with  future  choices  .   We  found  very  early  on 
that  Philadelphia's  internal  reporting  system  left  much  to  be  cesired.   While  the 
Administration  is  spending  significant  amounts  to  upgrade  its  systems,  they  still  fall  far 
short  of  contemporary  standards,  and  it  will  take  at  least  another  year  to  bring  them  up 
to  par.   It  is  a  truism  in  city  government  that  "everyone  knows  exactly  what  they  have 
to  spend,  but  no  one  knovs  (or  cares)  what  anything  costs."   That  makes  educated 
decision-making  very  difficult,  and  camouflages  the  results  of  prior  decisions. 


The  effects  of  govemment  choices  are  seen  in  choices  made  by  individuals,  and 
they  in  turn  over  time  show  up  in  revenue  numbers,  changing^  demands  for  services  and 
variations  in  expenditures.   As  systems  become  more  efficient,  and  analysis  is  more 
sophisticated,  the  information  produced  becomes  more  useful  and  dramatically 
compresses  the  time  between  a  policy  decision  and  the  ability  to  assess  its  result.   I 
should  note,  however,  that  in  political  terms  this  also  increas<-s  the  likelihood  that 
observers  will  be  able  to  understand  the  cause  and  effect  relationships  between 
decisions  and  their  results,  and  thereby  make  people  responsible  for  their  actions.   Not 
every  one  is  prepared  for  ttiat  result. 


The  fifth  point,  then,  is  that  accountability  is  necessary  for  reform,  but  it 
threatens  established  adriinistrative  and  political  relationships.   If  a  plan-making 
and  reporting  system  is  to  oe  successful,  it  must  be  comprehensive  and  the  product  of 
input  from  all  levels  of  the  govemment.   Its  results  should  also  circulate  within 
govemment  and  be  used  as  tools  to  make  fundamental  changes,  alter  policies  and 
influence  decisions.   One  goal  is  to  build  capacity  for  informed  decision-making  and 
assessment  of  results  —  in  short,  to  pick  winners  and  losers.    Taken  to  its  logical 
conclusion,  the  system  could  produce  a  radical  re-orientation  of  budgetary  authority, 
programs,  personnel  and  policy  emphasis  as  the  results  of  previous  decisions  are 
analyzed  and  current  and  future  needs  are  prioritized. 

In  a  general  sense,  cities  do  not  find  themselves  at  the  brink  of  insolvency 
because  they've  done  everything  right.   Notwithstanding  gra^e  problems  in  the 
aggregate,  however,  there  are  individuals  and  groups  -  internal  and  extemal 
constituencies  -  which  rely  upon  particular  decisions  and  programs.   Tliey  also  rely 
upon  the  control  of  infonnation  as  a  critical  resource  in  their  struggle  for  survival.   An 
effective  planning  and  reporting  system  is  antithetical  to  the  way  in  which  many  within 
govemment  (both  elected  ;md  non-elected)  have  done  busine.^s  for  generations,  and  it  is 
naive  to  expect  them  to  rol!  over  and  play  dead  when  confro.ited  with  a  copy  of  a 
financial  plan.  They  will  oppose,  critique,  delay  and  sabotage  institutional  reform,  and 
they  understand  that  the  staying  power  of  any  particular  groi  p  of  reformers  is  limited. 
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One  virtue  of  the  PXA  process  is  that  the  Authority  has  the  capacity  to  stay  at 
the  table  and  critique  progiams  time  and  time  again,  and  to  place  visible  pressure  on 
the  governing  process  to  behave  in  a  consistent  manner,  while;  not  substituting  PICA'S 
judgment  for  that  of  electee  officials.   Even  with  all  of  that  has  occurred  in  the  City  of 
Philadelphia,  however,  the  system  is  very  resistant  to  change,  and  every  day  is  a 
challenge  to  claim  a  little  more  without  losing  what  has  been  gained. 


The  final  point  is  tc  recognize  the  nature  of  your  situation.   The  relationship 
between  Federal  government  and  the  District  of  Columbia  is  vruly  unique,  and  offers 
particular  problems  and  opportunities. 

In  my  opinion,  the  most  critical  obstacle  to  achievement  of  a  long-term  solution 
is  the  ability  of  the  Districi  to  receive  additional  financing  from  the  U.S.  Treasury 
without  the  imposition  of  stringent  conditions  or  performance  standards.   As  long  as 
there  is  the  impression  thai  an  essentially  "blank  check"  is  sitving  on  the  counter  at  the 
other  end  of  Pennsylvania  Avenue,  I  am  concerned  that  the  political  system  will  not 
come  to  terms  with  the  underlying  problems  or  develop  the  political  will  that  is  bom  of 
the  conclusion  that  there  n-ally  are  no  opportunities  available  to  avoid  coming  to  grips 
with  fundamental  issues  of  finance  and  governance. 

Another  area  of  concern  is  the  role  of  Congress.  I  would  urge  you  examine  the 
mandates  which  you  have  imposed,  and  assess  both  their  necessity  and  their  cost.  Tlie 
Federal  relationship  is  a  legitimate  issue  in  the  debate  about  the  District's  fiscal  future, 
but  should  not  be  one  whii.h  is  brought  out  as  a  device  to  avcid  meaningful  discussion. 

Also  important,  given  your  intimate  role  as  an  approving  authority  for  the 
budget  of  the  District,  is  \o  differentiate  between  budget  balance  and  cash  flow,  and  to 
look  through  the  numbers  you  receive.   It  is  imperative  that  you  take  a  truly  long-term 
view  of  what  fiscal  choices  are  being  made  today  which  will  have  an  impact  in  the 
months  and  years  to  come    The  warning  signs  are  visible  -  this  hearing  is 
acknowledgment  enough  of  that.   Use  this  time  to  develop  a  plan  and  gather  consensus. 
There  are  hundreds  of  thousands  of  people  whose  lives  will  be  touched  in  a  very  direct 
way  by  the  District's  fiscal  crisis,  and  they  deserve  your  best  efforts  to  lay  the 
groundwork  for  a  long-term  solution.  I  wish  you  luck. 

Thank  you  for  yoi>r  attention.   I  would  be  pleased  to  -espond  to  questions. 
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Ronald  G.  Henry 


A  Philadelphia  Story — for  D.G. 


PHILADELPHIA— Iji  .i  Ultle  over  two 
yens  as  mayor,  lid  Kciidell  has  trans- 
lormed  riiiladclpliia  Irom  a  city  willi  a  laige 
dclicit  lo  one  with  a  small  surplus.  Can,  (lie 
District  ol  Columbia — currciilly  struggling 
lo  pull  itself  back  (lom  the  fiscal  abyrs — 
learn  from  him? 

It's  possible  but  by  no  means  certain. 
Rendell's  success  to  date  has  depended 
largely  on  his  sending  a  clear  and  consistent 
message,  but  there's  more  to  it  Uian  I  lat. 
There  were  certain  conditions  in  ThilaJel- 
phia  that  made  progress  possible.  !i  tlie 
District  is  to  succeed,  tliose  condition)  or 
something  like  Uiem  will  have  lo  be  ci  :at- 
ed. 

They  weie: 
■  A  C0U/IC08UB  on  the  nature  of  Ibc  fiicnl 
criiii.  riiiladclphia's  financial  problems,  like 
Ihosc  o(  the  District,  wore  years  in  the 
making.  Tliry  were  f|uietly  discusr.ed  but 
not  generally  acknowledged  until  the  city 
lost  its  investment  grade  rating  in  late 
1990,  was  unable  to  scllits  t.ix  and  revenue 
anticipation  notes  to  Uie  public  and  (aced 
serious  cash  (low  problems.  When  Rd!:lell 
was  inaugurated,  over  a  year  later,  f  ila- 
delpliia'^  situation  had  deteriorated  i:vea 
(uitlier. 

VVashingtonians  have  heard,  as  did  Fhila- 
dclphians  during  1990  and  1991,  i  lany 
"woU  is  at  the  door"  predictions  of  iinnunent 
default  and  payless  paydays.  But  wliile  the 
feeling  seems  lo  be  developing  ui  II  e  Dis- 
trict that  city  finances  have  icached  a  >  risis 
point,  there  has  as  yet  been  no  "del  .ling 
event"  like  Philadelpiiia's  failure  lo  sell  its 
notes — somelliing  to  push  Uic  issue  m  the 
front  of  public  consciousness.  The  rcconlly 
approved  D.C.  budget,  wliicli  ijicludcs 
short-term  and  one-lime  revenue  .-.cljusl- 
ments,  may  simply  have  postponed  the  day 
of  reckoning.  Without  Ihe  stimulLE  lor 
change  that  can  alter  Uie  basic  revenue-ex- 
penditure imbalance  coimnon  to  man)  cities 
and  promote  a  more  rational  view  j|  the 
long-term  imp,ict  of  budgetary  poUcics,  it  is 
likely  that  tiie  District's  situation  will  ^vors- 
en  before  it  improves. 
■  Public  dlscuBBlon  of  opliona  to  address 
Ibo  fiscal  crisis.  In  Pluladclplua  the  1991 
campaign — for  tlie  mayoralty  and  ail  scats 
on  the  city  council— presented  a  u  lique 
opportunity  for  discussing  fiscal  issue)  Af- 
ter the  death  of  the  Republican  caniJdatc 
and  his  replacement  by  a  poUtical  unknown, 
Rcndell  was  able  to  emphasize  two  things: 
(1)  that  he  would  dcm.-uid  substantial  labor 
concessions  and  sacrifice  by  all  sectors  of 
the  conmiunity  and  (2)  that  fiscal  rehabilita- 
tion would  take  several  years.  He  was  clear 
and  jioncsl  about  what  he  planned  lo  do, 
wliicli  meant  that  once  in  office  he  coiild  gel 
on  with  It  and  not  have  to  waste  lime 
explaining  any  inconsistent  campaign  i  iclo- 
ric. 

As  a  former  district  attorney,  P;ndell 
had  no  responsibility  for  the  city's  budget 
iproblenis.  Moreover,  retirements  art  elec- 
tion losses  ensured  that  the  city  .(uncil 
would  have  many  new  members  and  a  new 
prc.'iding  officer  tor  him  to  work  wi'li 
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The  recently  approved 
D.C.  budget  may 
simply  have  postponed 
the  day  of  reckoning. 

In  (he  District,  on  liic  other  hand,  'lie 
desire  of  politicians  lo  be  elected  or  reelect- 
ed almost  guarantees  that  campaign  dctate 
on  fiscal  issues  tliis  yesr  will  be  superfii  iai. 
In  such  .111  cnviromnent.  creative  and  far- 
reaching  proposals  often  become  large  and 
vulnerable  targets.  The  overwhelming  ir.cli- 
nation  of  most  participants  in  the  process 
will  be  to  do  the  minimum  neccssar)  to 
bal.incc  the  budget,  at  least  on  paper,  -.nd 
push  Uie  "crisis"  into  1995. 
■  An  entity  to  "buy  tlino"  aud  Instill  a  suaso 
of  nscol  disclpliuo  and  accounlabUlty,  but 
not  to  absolve  oloctod  ofnclals  from  being 
rcepoosiblo.  The  Pennsylvania  Intergoverii- 
meiital  Cooperation  Authority  (PICA)  is  a 
stale  agency  established  lo  pledge  a  poition 
of  the  city's  tax  base  lo  secure  borrowings 
for  the  city's  bcnelil  and  lo  supervise:  its 
pteparalion  of  (and  compliance  witli)  .i  sc- 
ries of  five-year  financial  plans.  PICA, 
through  its  ability  to  borrow,  lo  withiiold 
funds  if  the  city  deviates  from  its  financial 
plan,  and  lo  ciilique  city  financial  policies 
and  aclions,  provides  polilicil  Icgiliuiac/  for 
unpopular  policies.  PICA  is  also  a  source  of 
luibiascd  analysis  for  Wall  Street  and  i  llicr 
outside  observers. 

Us  role  is  one  of  oversight,  not  finaicial 
control,  and  il  has  not  "bailed  out"  llic  city 
by  spending  slate  money.  PICA'S  Ijnds 
must  be  repaid  by  city  taxpayers.  Its  bor- 
rowed  funds   have   provided   only   "fiscal 


permanent  solution.  Out  it  has  allowed  May- 
or Rendcll  to  take  a  longer-term  view  of 
city  problems  without  being  distracted  by 
Ihc  constant  Uucat  of  inunediatc  financial 
collapse. 

In  tlie  District's  case,  of  course,  tlicie  is 
always  tlie  federal  goveriunenl.  Out  tlie 
District  has  labored  too  long  to  gain  Uie 
degree  of  independence  it  now  has  to  cede 
it  as  a  precondition  for  fin.ancial  assistance. 
The  price  for  independence  should  be  ac- 
couiitabiUly  and  responsibility  on  Uie  part  of 
elected  cily  officials,  and  the  best  way  to 
brmg  il  about  may  well  be  the  creation  of  a 
PICA-Uke  entity  for  the  District. 
■  An  asscBgmcat  of  whot  nclions  will  bring 
the  greatest  rewards— both  Immediate  and 
long-lorm.  Pliiladelpliia's  fiscal  situaUon  in 
January  1992  was  precarious,  but  all  of  its 
public  employee  conlr.ncts  were  lo  expire 
wiUiin  six  monUis,  and  Rendell  had  identi- 
fied work-force  economies  as  the  primary 
area  where  large  amounts  of  money  could 
be  saved  quickly.  He  said  that  additional  tax 
increases  would  be  boUi  destructive  of  the 
city's  vilalily  and  ulliniatcly  counterproduc- 
tive. Against  that  background,  Uie  cily  held 
fast  to  monl  of  ils  demands  at  the  bargain- 
ing table.  In  combinaUoii  wiUi  PICA  bond 
proceeds,  rollbacks  in  cily  health  care  con- 
Iributions  and  leave  Ume,  small  back-loaded 
wage  increases  and  oUier  labor-related  con- 
cessions, Uic  city  was  given  a  unique  oppor- 
tunity lo  make  Uie  (undanienlal  changes 
necessary  to  restore  fiscal  stability. 

The  District  of  Columbia  lacks  the  op- 
portunily  to  obtain  immediate  econo- 
mies through  negotiating  new  contracts  in 
Uie  near  tenn,  and  also  must  budget  for 
scheduled  increases  from  existing  agree- 
ments. There  have  been  hundreds  of  sug- 
gestions and  reconunendations  on  what 
could  be  done  lo  raise  revenues,  save  mon- 
ey .ind  make  Uic  District's  government 
more  efficient,  but  Uie  primary  challenge  is 
a  poliUcal  one:  to  reach  an  understanding 
among  those  who  have  a  stake  in  the 
continued  viability  of  Uie  District  of  Colum-  - 
bia  Uiat  Uic  failure  lo  address  budget  prob- 
lems directly  will  expose  all  of  Uiem  to 
adverse  and  far-reacliing  consequences,  re- 
gardless of  other  iiiteresls  or  issues  which 
may  divide  Iheni.  Only  when  Uiat  under- 
standing is  reached  will  it  be  possible  to  set 
prioriUes  and  organize  a  credible  effort. 

Equally  unportanl  is  to  spread  Uie  inevi- 
table pain  in  a  manner  Uiat  is  in  Uie  long- 
term  interests  of  Uie  District,  wliile  at  the 
same  time  preserving  tlie  broad  base  of 
|)olitical  support  necessary  to  tcacli  siid 
maintain  Ihe  goal  of  a  balanced  budget  over 
Uie  lr>ig  term. 


Tlie  viriicr  has  served  since  1991  as 
executive  director  of  Ihe  Pennsyloania 
Inlcrgoverftmeiilal  Cooperation  Authority, 
the  fiscal  oversight  board  for  the  City  of 
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The  Washington  Post  -  April  12, 1994 


Ronald  G.  Henry 


A  Philadelphia  Story — for  D.C. 


PBtLAOELFHIA— In  a  bnle  e*cr  t«a 
lean  ■*  aorar,  £d  Kcaddl  hi*  irm- 
laaaBi  fhilartrinhii  torn  »  cnr  wmi  i  toge 
'*^^'* ''  to  cue  vita  a  amU  anrvtn^  Ca&  lta£ 
Zhatrict  at  ^fliiin'iii  iiiiifiiilf  auuKguug 
to  pnli  itaett  bock  tnm  the  6Kal  ab>» 

k3IO  ^PQflB  sBOm 

It'a  pcaaU*  but  br  oo  meaaa  ~"ti 
SendaU'a  aacoeaa  u>  due  has  <*«  r»-i~t 
larfdr  00  ha  acndnui  a  dear  ana  cooaauoa 
meaaw.  but  there'a  eoan  to  it  than  that.' 
There  were  eettam  ■■"■'"■■"*  m  Ptailadet> 
phia  that  oiade  pracnaa  poamle.  If  the 
Diatna  a  to  aiirfxil,  these  «i'«»iii»«.«  at 
wniHInng  hka  them  mli  have  lo  be  creat- 
ed. 

Therwere: 
■  A  eoBasaaeBsa  ihs  name  of  tbs  fiaeai 
cristb  Ruladeiofaa's  **"***^»*  protalcna.  ****• 
ttaoae  a  the  Oistnct.  mre  rean  b  the 
makmg.  Ther  «ere  qinetlr  duooaed  but 
not  genenllT  admesieased  mol  the  ctty 
loat  oa  luiuuuuu  (nde  nmui  m  iaie 
199(k  was  gnahlo  to  aeU  lU  tax  ana  mcnue 
I  aoies  to  the  pahbc  and  iaced 
I  Anr  prooana.  Hben  Kenddl 
.  over  a  rear  later.  Fhila- 
bad 


have  beard,  aadid  Riil^ 
1990  and  1991.  manr 
**aH  is  at  tba  door*  predianos  a  iDBBBeat 
dconik  Bd  psyieas  lafUaira.  fiut  wtade  the 
(eelias  seeas  to  be  dnefcHJuiH  ■>  the  Ois- 
ttiet  that  ear  fiiaaces  have  reacted  a  oaa 
poBt.  then  has  as  vet  been  bo  'defimnc 
eves'  like  PlrilxlrtTihii'a  iailare  to  aell  lU 
vtttm  innieiHiiiii  to  push  the  asue  to  the 
fcng  at  pnhhe  mninrwioees.  Tbeieoentlr 
apprarad  D.C.  budget,  wtiicfa  iadiides 
luutl^cm  aod  oue  tjiiie  ilvusub  aOnist- 
ninin.  nay  wuaptf  have  postpooeo  the  day 
ef  ifrtiaiiin  Without  the  ■"""'—  tor 
daaae  that  cao  alter  the  bsaa  reveuutieji- 

aad  praoBia  a  men  rttxaal  new  at  the 
longHsm  mpea  at  budgetary  poooes.  It  a 
liketythat  the  Oistna'a  aituitiaa  wiU  wen- 
en  bcnra  8  SBpnves. 
■  Psfaile  diMi— 1»  a^opttas  la  addraes 
tbs  iiacai  aha»  in  Philadrinhn  the  1991 
miiiaigii    lor  the  mayoraltv  aod  aii  aeau 
oo  the  my  counoi — presented  s  umque 
oppomnuty  ior  daaasmg  6acal  iniiira  Al- 
ter the  death  oi  the  RepohhoD  candidate 
aod  ha  remacement  by  a  pahucal  unknown. 
RendeU  waa  aoie  to  — t"*-**  two  thmga: 
(1)  that  be  wtmid  ***«*«■*««  «*.*Mi»iinat  labor 
eonoessans  and  aacnace  by  all  aeoors  at 
the  oamaBBicy  and  (2)  that  fiscal  rdabihta- 
Hoe  would  take  seveni  yean.  He  wis  desr 
and  hoocat  aoooi  wnat  be  panned  to  do, 
wtuch  aamt  that  ooce  m  otfice  be  could  get 
on  with  It  a£d  not  have  to  vaata  mse 
Cj^laaBoig  any  toccoautcot  "^^tp— ff  rtat^ 
nc 
I         As  a  fuiuiej  datnct  attorney.  Rcndell 
I      had  no  responailnbty  for  the  oty'a  bodget 
I      proMuia.  Moreover,  retirements  ind  clec- 
1      Hon  losses  eosureo  that  the  aty  CDuoai 
'      would  bsve  manr  new  memoen  and  a  new 
f      presamg  o>6oer  tar  hiai  tn  won  with. 


TTie  recently  approved 
D.C.  budget  may 
simply  have  postponed 
the  day  of  reckoning. 

In  tfae  Diatiict.  co  the  other  hand,  the 
desire  c<  pobtxiana  to  be  elected  or  reelect- 
ed almost  gnanmees  that  campaign  debate 
on  naeal  aaues  tha  year  will  besupetncai 
In  aocii  an  envBOomeat,  creaove  and  iar- 
reactaBg  piupuaaa  oncn  hfiiaue  large  and 
vumentse  nrgets.  Ftae  overwaehmng  ucu- 
natMD  a  most  paroopaaia  m  toe  process 

balaaca  the  budget,  at  leaat  on  paper,  and 
puab  itae  'ensa*  into  199S. 
■  Ab  •Mtty  «s  "boy  tisM"  and  taatiO  a  s«aa* 
of  fiscal  dlaeipltas  and  aeesaatatelity.  but 
aet  I*  absaJTs  slssMd  sffldals  <ieB  bsia« 
respsHBiMSb  The  PeimsytvBma  inteiguveiu- 
menol  CoopentKO  Autbonty  (PICA)  u  a 
suie  agency  rstahlishwl  lo  pledge  a  portion 
of  the  diy's  tax  baae  lo  aecare  borrowmgs 
for  the  oty'a  beneot  and  to  suocrvae  lu 
preparatm  oi  land  rrnnplnnrr  with)  a  ae- 
nes  at  live  vest  bnancal  plana.  PICA, 
throagh  its  abibty  to  borrow,  to  withhold 
funda  d  the  oty  devatea  Inm  lu  <■""'"'' 
plan,  and  to  crmque  cny  linaiinal  potaaes 
and  a  iwwia  piuvMlea  iniliis  al  lesnnnacy  tor 
iinprnwlrr  poboea.  PICA  ia  alao  a  aource  ot 
unhiaaBrt  aoalraa  tor  Wall  Street  ana  other 


Its  rale  a  one  at  uveiaglu.  not  i 
cantraL  and  n  has  not  "bailed  out"  the  otv 
by  apriMting  tute  mooey.  PiCA'a  bonds 
must  be  repaid  by  oty  taxpaveis.  its  bor- 
rowed hinds  have  ptnvided  ontv  "fiscal 
breallaag  room'  lor  Philadelahu.  not  a 


LButithaa 
or  Bendeil  to  take  a 
dry  pnokma  without  bcag 
the  eoBaaat  threat  at 


In  tbe  DisOicf  a  caae.  ti 
always  the  federal  luiuimituL  Aft  tbe 
District  has  latxaed  too  loof  n  glB  tia 
degree  ai  mdeaeaocBce  ■  Dosr  bu  10  cede 

it  IS  S  pPBCOOOUlOO  tot  ^DIDQH  HHKHBL 

Tbe  pnce  for  mdepeadeDea  aiaadd  b*  a» 

elected  coy  officiala.  and  tfae  beat  way  to 
bra*  B  about  may  well  be  the  crubb  c<  a 
PlCA-like  entny  for  the  Diatiict. 
a  Aa  aaasasmsat  sf  what 
tbs 

loagisia.  Philadeloba'a  fiaeai  aKBaaon  m 
January  1992  waa  steesna.  ba  alt  ot  its 
public  enploTce  ujuuaua  were  to  c^iiR 
withm  sa  w^^^if^*  «f*^  p^«*«**if  hi^  ideala" 
fied  worfc^oroe  econotmea  as  lAe  ptuary 
area  when  large  aimaaiia  at  moDcy  ooold 
be  saved  quickly.  He  aaid  that  additnal  tax 
mcieaaea  would  be  both  deaOBCon  ^  tbe 
at/s  vnahty  and  ultimately  coatBpnda^ 
tm.  Agams  that  badwoaBd.  tbe  oty  bdd 
laat  to  moat  at  na  demaods  at  the  bBga- 
mg  table,  in  ^^m^imimiw  asfa  PICA  bond  I 
ptooeeda.  roUbada  n  csy  taeatt  en  ood- 
tnlaiiaga  and  leave  tme.  amaif  hari^lnadad 
wage  BKRasea  and  other 
cesaona.  the  oty  waa  gnea  a 
tastty  to  make  the 

r  to  restore  fiacal  (labriilT- 


The  District  of  ''"'■—>■"  taefca  the  op- 
iwiiuuity  to  obtaa  iniinadiaia  ecao^ 
nuea  through  negooaiag  new  luiiiatii  m 
the  near  term,  and  alao  muat  badget  for 


could  be  done  to  raise  i 
ey  and  make  the  DisOict's 
more  eificienl.  but  the  i 
a  pobtml  one:  to  reaca  aa  i 
amoeg  those  wbo  have  a  Kaka  a  the 
conoaaed  vabtbty  of  the  Diatiict  ct  Coluai- 
bu  that  the  failure  to  ililiaaa  tadgatpiofr- 
lema  directly  will  expoaa  ail  ot  them  to 
adverse  sod  tar-reacmag  oaaaaqBacas.  re- 
gardless ct  other  ateiesia  or  i 
may  divide  them.  Only  when  that  i 
staadBig  a  reacoed  will  d  be  posabia  W  set 
prutmes  and  orramie  a  cred^cttan. 

Equally  importam  a  to  apnad  Ibe  iaevt- 
uble  pam  m  a  manner  that  a  m  the  Icag- 
term  mteresia  «  tbe  Distnct.  wbila  at  tbe 
same  tune  preservmg  tbe  broad  baaa  ot 
political  atiPTiort  oecesaary  to  reach  and 
m..m««m  f^e  goal  ol  a  halanrwl  budget  over 
the  long  term. 


7>a  vrusr  Mr  smad  awa  iil9i  M 
extaittm  atnaar  at  M«  Aaan^aaata 
InUtyavttnmttHoi  Lkiutsialan  Aaittunty. 
OuiacaiovtnvtabaatdlartkiCitfal 
Phii 
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APPENDIX  A 

Statutory  Background  and  Chronology 

Overview 

The  General  Assembly  created  PICA  in  June  of  1991  by  its  approval  of  The 
Pennsylvania  Intergovernmental  Cooperation  Authority  Act  for  Cities  of  the  First  Class 
(Act  of  June  5,  1991,  P.L.  9,  No.  6),  and  critical  events  have  occurred  since  that 
action  which  are  of  value  to  in  assessing  the  efforts  of  both  the  Authority  and  the  City 
to  meet  their  respective  responsibilities.  As  in  previous  PICA  Staff  reports  concerning 
the  City's  prior  five-year  financial  plans,  rather  than  re-state  in  the  body  of  this  Staff 
Rspon  the  principal  provisions  of  the  PICA  Act,  the  Intergovernmental  Cooperation 
Agreement  and  the  Authority's  history,  PICA  Staff  has  included  such  information  in 
this  Appendix. 

Statutory  Basis  -  The  PICA  Act 

The  mission  of  the  Authority,  as  stated  in  the  PICA  Act  (Section  102),  is  as  follows: 

Policy. —It  is  hereby  declared  to  be  a  public  policy  of  the  Commonwealth 
to  exercise  its  retained  sovereign  powers  with  regard  to  taxation,  debt 
issuance  and  matters  of  Statewide  concern  in  a  manner  calculated  to  foster 
the  fiscal  integrity  of  cities  of  the  first  class  to  assure  that  these  cities 
provide  for  the  health,  safety  and  welfare  of  their  citizens;  pay  princq>al 
and  interest  owed  on  their  debt  obligations  when  due;  meet  financial 
obligations  to  their  employees,  vendors  and  suppliers;  and  provide  for 
proper  financial  planning  procedures  and  budgeting  practices.  The 
inability  of  a  city  of  the  first  class  to  provide  essential  services  to  its 
citizens  as  a  result  of  a  fiscal  emergency  is  hereby  determined  to  affect 
adversely  the  health,  safety  and  welfiue  not  only  of  the  citizens  of  that 
municipality  but  also  of  other  citizens  in  this  Commonwealth. 

Legislative  intent.— 

(1)  It  is  the  intent  of  the  General  Assembly  to: 

(i)  provide  cities  of  the  first  class  with  the  legal  tools  with  which 
such  cities  can  eliminate  budget  deficits  that  render  them  unable  to 
perform  essential  municipal  services; 

(ii)  create  an  authority  that  will  enable  cities  of  the  first  class  to 
access  capital  markets  for  deficit  elimination  and  seasonal  borrowings  to 
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avoid  defiault  on  existing  obligations  and  chronic  cash  shortages  that  will 
disnqjt  the  delivery  of  municq>al  services; 

(in)  foster  sound  financial  planning  and  budgetary  practices  that 
will  address  the  imderiying  problems  which  result  in  such  deficits  for 
cities  of  the  first  class,  which  city  shall  be  charged  with  the  responsibility 
to  exercise  efficient  and  accountable  fiscal  practices,  such  as: 

(A)  increased  managerial  accountability; 

(B)  consolidation  or  elimination  of  inefficient  city  programs; 
(Q  recertification  of  tax-exempt  properties; 

(D)  increased  collection  of  existing  tax  revenues; 

(E)  privatization  of  appropriate  city  services; 

(F)  sale  of  city  assets  as  appropriate; 

(G)  improvement  of  procurement  practices  including  competitive  bidding 
prxedures; 

(H)  review  of  compensation  and  benefits  of  city  employees;  and 

(iv)  exercise  its  powers  consistent  with  the  rights  of  citizens  to 
home  rule  and  self  govermnent 

(2)  The  General  Assembly  further  declares  that  this  legislation  is  intended 
to  remedy  the  fiscal  emergency  confronting  cities  of  the  first  class  through 
the  implementation  of  sovereign  powers  of  the  Commonwealth  with 
Kspect  to  taxation,  indebtedness  and  matters  of  Statewide  concern.  To 
safeguard  the  rights  of  the  citizens  to  the  electoral  process  and  home  rule, 
the  General  Assembly  intends  to  exercise  its  power  in  an  appropriate 
manner  with  the  elected  officers  of  cities  of  the  first  class. 

(3)  The  General  Assembly  further  declares  that  this  legislation  is  intended 
to  authorize  the  imposition  of  a  tax  or  taxes  to  provide  a  source  of  funding 
for  an  intergovernmental  cooperation  authority  to  enable  it  to  assist  cities 
of  the  first  class  and  to  incur  debt  of  such  authority  for  such  purposes; 
however,  the  General  Assembly  intends  that  such  debt  shall  not  be  a  debt 
or  liability  of  the  Commonwealth  or  a  city  of  the  first  class  nor  shall  debt 
of  the  authority  payable  from  and  secured  by  such  source  of  funding 
create  a  charge  directly  or  indirectly  against  revenues  of  the 
Commonwealth  or  city  of  the  first  class. 
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The  PICA  Act  establishes  requirements  for  the  content  of  a  five  year  financial 
plan,  and  Sections  209  (b)-(d)  of  the  statute  and  the  Cooperation  Agreement  provide: 

(b)  Elements  of  plan.  —  The  financial  plan  shall  include: 

(1)  Projected  revenues  and  expenditures  of  the  principal 
operating  fund  or  funds  of  the  city  for  five  fiscal  years  consisting  of  the 
current  iiscal  year  and  the  next  four  fiscal  years. 

(2)  Plan  components  that  will: 

(i)    eliminate  any  projected  deficit  for  the  current 
fiscal  year  and  for  subsequent  years; 

(ii)    restore  to  special  fund  accounts  money  from 
those  accounts  used  for  purposes  other  than  those  specifically  authorized; 

(iii)    balance  the  current  fiscal  year  budget  and 
subsequent  budgets  in  the  financial  plan  through  sound  budgetary 
practices,  including,  but  not  limited  to,  reductions  in  expenditures, 
improvements  in  productivity,  increases  in  revenues,  or  a  combination  of 
th^  steps; 

(iv)    provide  procedures  to  avoid  a  fiscal 
emergency  condition  in  the  future;  and 

(v)    enhance  the  ability  of  the  city  to  regain  access 
to  the  short-term  and  long-term  credit  marlcets. 

(c)  Standards  for  formulation  of  plan: 

(1)       All  projections  of  revenues  and  expenditures  in  a 
financial  plan  shall  be  based  on  reasonable  and  appropriate  assumptions 
and  methods  of  estimation,  all  such  assumptions  and  methods  to  be 
consistently  applied. 
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(2)       All  revenue  and  appropriation  estimates  shall  be  on 
a  modified  accrual  ba^is  in  accordance  with  generally  accepted  standards. 
Revenue  estimates  shall  recognize  revenues  in  the  accounting  period  in 
which  they  become  both  measurable  and  Available.   Estimates  of  city- 
generated  revenues  shall  be  based  on  current  or  proposed  tax  rates, 
historical  collection  patterns,  and  generally  recognized  econometric 
models.  Estimates  of  revenues  to  be  received  from  the  state  government 
shall  be  based  on  historical  patterns,  currently  available  levels,  or  on 
levels  proposed  in  a  budget  by  the  governor.  Estimates  of  revenues  to  be 
received  from  the  federal  govenmient  shall  be  based  on  historical  patterns, 
currently  available  levels,  or  on  levels  proposed  in  a  budget  by  the 
president  or  in  a  congressional  budget  resolution.  Non-tax  revenues  shall 
be  based  on  current  or  proposed  rates,  charges  or  fees,  historical  patterns 
and  generally  recognized  econometric  models.  Appropriation  estimates 
shall  include,  at  a  minimum,  all  obligations  incurred  during  the  fiscal 
years  and  estimated  to  be  payable  during  the  fiscal  year  or  in  the  24- 
month  period  following  the  close  of  the  current  fiscal  year,  and  all 
obligations  of  prior  fiscal  years  not  covered  by  encumbered  funds  from 
prior  fiscal  years.  Any  deviations  from  these  standards  of  estimating 
revenues  and  appropriations  proposed  to  be  used  by  a  city  shall  be 
specifically  disclosed  and  shall  be  approved  by  a  qualified  majority  of  the 
board. 


(3)       All  cash  flow  projections  shall  be  based  upon 
reasonable  and  ^jpropriate  assumptions  as  to  sources  and  uses  of  cash, 
including,  but  not  limited  to,  reasonable  and  appropriate  assumptions  as  to 
the  timing  of  receipt  and  expendimrc  thereof  and  shall  provide  for 
operations  of  the  assisted  city  to  be  conducted  within  the  resources  so 
projected.  All  estimates  shall  take  due  account  of  the  past  and  anticqiated 
collection,  expendimre  and  service  demand  experience  of  the  assisted  city 
and  of  current  and  projected  economic  conditions. 

(d)  Form  of  plan.  -  Each  financial  plan  shall,  consistent  with  the 
requirements  of  an  assisted  city's  home  rule  charter  or  optional  plan  of 
government: 

(1)       be  in  such  form  and  shall  contain: 
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(i)    for  each  of  the  first  two  fiscal  years  covered  by 
the  financial  plan  such  infonnation  as  shall  reflect  an  assisted  city's  total 
expenditures  by  fiind  and  by  lump  sum  amount  for  each  board, 
commission,  depaitment  or  office  of  an  assisted  city;  and 

(ii)    for  the  remaining  three  fiscal  years  of  the 
financial  plan  such  information  as  shall  reflect  an  assisted  city's  total 
expenditures  by  fiind  and  by  lump  sum  amount  for  major  object 
classification; 


(2)  include  projections  of  all  revenues  and  expenditures 
for  five  fiscal  years,  including,  but  not  limited  to,  projected  capital 
expendimres  and  shoit-tenn  and  long-term  debt  incurrence  and  cash  flow 
forecasts  by  fund  for  the  first  year  of  the  financial  plan; 

(3)  include  a  schedule  of  projected  capital  commitments 
of  the  assisted  city  and  proposed  sources  of  fiinding  for  such 
commitments;  and 


(4)       be  accompanied  by  a  statement  describing,  in 
reasonable  detail,  the  significam  assumptions  and  methods  of  estimation 
used  in  arriving  at  the  projections  contained  in  such  plan. 


The  Cooperation  Agreement  (at  Section  4.04(a)-(h)),  and  similar  provisions  of 
the  PICA  Act,  also  require  the  following  as  supporting  data  for  the  Plan: 


(a)  a  schedule  of  debt  service  payments  due  or  projected  to 
become  due  in  respect  of  all  indebtedness  of  the  City  and  all  indebtedness 
of  others  supported  in  any  manner  by  the  City  (by  guaranty,  lease,  service 
agreement,  or  otherwise)  during  each  fiscal  year  of  the  City  until  the  final 
scheduled  mamrity  of  such  indebtedness,  such  schedule  to  set  forth  such 
debt  service  payments  sepaiatsly  according  to  the  general  categories  of 
direct  general  obligation  debt,  direct  revenue  debt,  lease  obligations, 
service  agreement  obligations  and  guaranty  obligations. 


(b)  a  schedule  of  payments  for  legally  mandated  services 
included  in  the  Financial  Plan  and  due  or  projected  to  be  due  during  the 
fiscal  years  of  the  City  covered  by  the  Financial  Plan; 
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(c)  a  statement  describing,  in  reasonable  detail,  the 
significant  assumptions  and  methods  of  estimation  used  in  arriving  at  the 
projections  contained  in  the  Financial  Plan; 


(d)  the  Mayor's  proposed  operating  budget  and  capital 
budget  for  each  of  the  Covered  Funds  for  the  next  (or  in  the  case  of  the 
initial  Financial  Plan,  the  current)  fiscal  year  of  the  City,  which  budgets 
shall  be  consistent  with  the  first  year  of  the  Financial  Plan  and  which 
budgets  shall  be  prepared  in  accordance  with  the  Home  Rule  Charter; 


(e)  a  statement  by  the  Mayor  that  the  budgets  described  in 
section  4.04(d)  hereof: 


(i)     are  consistent  with  the  Financial  Plan; 

(ii)    contain  funding  adequate  for  debt  service 
payments,  legally  mandated  services  and  lease  payments  securing  bonds  of 
other  government  agencies  or  of  any  other  entities;  and 


(ill)  are  based  on  reasonable  and  ^iprupriate 
assumptions  and  methods  of  estimation. 


(f)  a  cash  flow  forecast  for  the  City's  consolidated  cash 
account  for  the  first  fiscal  year  of  the  City  covered  by  the  Financial  Plan; 


(g)  an  opinion  or  certification  of  the  City  Controller, 
prq>ared  in  accordance  with  generally  accepted  auditing  standards,  with 
respect  to  the  reasonableness  of  the  assumptions  and  estimates  in  the 
Financial  Plan;  and 

(h)  a  schedule  setting  forth  the  number  of  authorized 
employee  positions  (filled  and  unfilled)  for  the  first  year  covered  by  such 
Financial  Plan  for  each  board,  commission,  department  or  office  of  the 
City,  and  an  estimate  of  this  information  for  the  later  years  covered  by  the 
Financial  Plan.  The  schedule  required  under  this  paragraph  (h)  shall  be 
accompanied  by  a  report  setting  forth  the  City's  estimates  of  wage  and 
benefit  levels  for  various  groups  of  employees,  such  information  to  be 
presented  in  a  manner  which  will  allow  the  Authority  to  understand  and 
effectively  review  the  ponions  of  the  Financial  Plan  which  reflect  the 
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results  of  the  City's  labor  agreements  with  its  employees,  and  an  analysis 
of  the  financial  dffect  on  the  City  and  its  employees  of  changes  in 
compensation  and  benefits,  in  collective  bai]gaining  agreements,  and  in 
other  tenns  and  conditions  of  employment,  which  changes  may  be 
appropriate  in  light  of  the  City's  current  and  forecast  financial  condition. 
The  parties  agree  to  cooperate  such  that  the  form  of  the  rqx>rt  required 
under  this  paragraph  (h),  and  the  subjects  covered,  are  reasonably 
satisfactory  to  the  Authority. 


City  Reporting  and  Variances 

The  PICA  Aa  (Section  209)  and  the  Cooperation  Agreement  (Section  409(b)) 
require  submission  of  quarterly  reports  by  the  City  on  its  compliance  with  the  Plan 
within  45  days  of  the  end  of  a  fiscal  quarter.  If  a  quarterly  report  indicates  that  the 
City  is  unable  to  project  a  balanced  Plan  and  budget  for  its  current  fiscal  year,  the 
Authority  may  by  the  vote  of  four  of  its  five  appointed  members  declare  the  occurrence 
of  a  "variance",  which  is  defined  in  Section  4. 10  of  the  Cooperation  Agreement  as 
follows: 

(i)  a  net  adverse  change  in  the  fund  balance  of  a  Covered  Fund  of  more 
than  one  percent  (1  %)  of  the  revenues  budgeted  for  such  Covered  Fund 
for  that  fiscal  year  is  reasonably  projected  to  occur,  such  projection  to  be 
calculated  from  the  beginning  of  the  fiscal  year  for  the  entire  fiscal  year, 
or  (ii)  the  actual  net  cash  flows  of  the  City  for  a  Covered  Fund  are 
reasonably  projected  to  be  less  than  ninety-five  percent  (95  %)  of  the  net 
cash  flows  of  the  City  for  such  Covered  Fund  for  that  fiscal  year 
originally  forecast  at  the  time  of  adoption  of  the  budget,  such  projection 
to  be  calqilated  from  the  beginning  of  the  fiscal  year  for  the  entire  fiscal 
year. 

As  defined  in  Section  1.01  of  the  Cooperation  Agreement,  the  City's  "Covered  Funds" 
are  the  General  Fund,  General  Capital  Fund,  Grants  Revenue  Fund  and  any  other 
principal  operating  funds  of  the  City  which  become  part  of  the  City's  Consolidated 
Cash  Account. 


The  statute  mandates  the  submission  of  monthly  reports  to  PICA  by  the  City 
after  determination  by  the  Authority  of  the  occurrence  of  a  variance. 

As  provided  in  Section  210(e)  of  the  PICA  Act,  there  are  legal  consequences 
flowing  from  a  determination  by  the  Authority  that  a  variance  exists,  and  in  addition  to 
the  City's  additional  rq)orting  responsibilities,  it  also  is  required  develop  revisions  to 
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the  Plan  necessary  to  cure  the  variance.  The  remedies  which  PICA  has  available  to  it 
to  deal  with  a  continuing  uncorrected  variance  are  to  direct  the  withholding  of  both 
specific  Commonwealth  funds  due  the  City,  and  that  portion  of  the  1.50%  tax  levied  on 
the  wages  and  income  of  residents  of  the  City  in  excess  of  the  amoimts  necessary  to  pay 
debt  service  on  PICA'S  bonds.  Any  amoimts  withheld  would  be  paid  over  to  the  City 
after  correction  of  the  variance. 


Maior  PICA  Events 


PICA'S  creation  was  an  action  taken  by  the  Commonwealth  in  direct  reaction  to 
Philadelphia's  fiscal  crisis,  and  its  work  during  its  first  year  of  existence  was  to  assist 
the  City  to  avoid  insolvency  and  in  its  efforts  to  lay  the  foundation  for  its  return  to 
fiscal  stability.  The  negotiation  of  the  Cooperation  Agreement  to  set  out  the  basic 
terms  of  the  City-PICA  relationship,  review  of  an  initial  five-year  financial  plan  and 
the  issuance  of  bonds  to  provide  funding  to  permit  the  City  to  stabilize  its  budget  and 
cash  needs  were  the  most  critical  tasks  at  hand.  Since  the  issuance  by  PICA  of  the  first 
series  of  its  bonds  in  Jime  of  1992,  following  successfiiUy  defended  challenges  to  the 
constimtionality  of  the  PICA  Act,  PICA  has  devoted  its  primary  attention  to  the 
assessment  of  Plan  progress,  additional  borrowiag  for  City  capital  projects,  evaluation 
of  City  reporting,  analysis  of  City  practices  and  programs  and  oversight  of  the  capital 
projects  for  which  PICA  has  borrowed  ahnost  $294  million  for  use  by  the  City.  The 
following  notes  in  summary  form  the  major  events  since  the  Authority's  creation: 


June  5, 1991 
June  25, 1991 
January  3, 1992 

January  8, 1992 

February  20,  1992 


March  5, 1992 


PICA  Act  approved  by  Governor  Robert  P.  Casey. 

Initial  organizational  meeting  of  the  Authority. 

Approval  by  City  Council  and  Mayor  W.  Wilson  Goode 
of  the  Cooperation  Agreement  ordinance. 

Execution  of  the  Cooperation  Agreement  by  PICA  and 
Mayor  Edward  G.  Rendell. 

Submission  by  Mayor  Rendell  of  proposed  initial  Plan  for 
FY92-FY96  to  City  Council. 

Public  employee  labor  unions  file  legal  action  with  the 
Pennsylvania  Supreme  Court  alleging  unconstitutionality 
of  PICA  Act. 

Approval  of  initial  Plan  by  City  Council  and  submission 
to  PICA. 
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April  6,  1992 
April  13, 1992 

April  21, 1992 

April  27,  1992 

May  18, 1992 


May  29,  1992 

June  16, 1992 
August  16, 1992 
October  15, 1992 

October  19, 1992 
November  16, 1992 


December  9, 1992 
January  21, 1993 


PICA  ^jproval  of  initial  Plan. 

Supreme  Couit  declares  the  PICA  Act  to  be 
constitutionai. 

Submission  to  PICA  by  Mayor  Rendell  of  amendments  to 
the  initial  Plan. 

Public  employee  labor  unions  file  for  reconsideration  of 
Stqneme  Court  decision. 

Submission  to  PICA  by  Mayor  Rendell  of  further 
amendments  to  the  Plan. 

PICA  approval  of  amended  Plan. 

Supreme  Couit  issues  written  opinion  supporting  the 
constitutionality  of  the  PICA  Act,  and  denying  unions' 
request  for  reconsideration. 

PICA  issues  $474,555,000  in  Special  Tax  Revenue  Bonds 
(City  of  Philadelphia  Funding  Program),  Series  of  1992. 

PICA  receives  first  City  quaiteriy  Plan  report  (for  the 
fourth  quarter  of  FY92). 

City  completes  negotiation  of  labor  agreements  with 
District  Councils  33  and  47  of  the  American  Federation  of 
State,  County  and  Municipal  Employees. 

PICA  authorizes  initial  transfer  of  Authority  bond 
proceeds  for  capital  projects  ($21.7  million). 

PICA  receives  City  quaiteriy  Plan  rqxnt  for  first  quarter 
of  FY93,  projecting  a  variance  in  the  Plan  through  June 
30, 1993  of  $57  million  (2.5  percent)  of  budgeted 
revenues  of  the  General  Fund. 

PICA  Board  declares  existence  of  "variance"  in  Plan, 
requiring  monthly  City  rqxnting. 

Mayor  Rendell  proposes  FY93  variance  correction 
measures,  FY94-FY98  revised  five-year  financial  plan 
and  FY94  apitai  budget  to  Philadelphia  City  Council. 
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March  18, 1993 


March  19, 1993 


March  31, 1993 
April  13, 1993 


April  14, 1993 


July  12, 1993 
July  23,  1993 


City  Council  completes  action  on  FY93  variance 
conection  measures,  FY94-FY98  revised  five-year 
financial  plan  and  FY94  capital  budget. 

Mayor  Rendell  submits  the  City's  "Rve-Year  Financial 
Plan,  Fiscal  Year  1994  -  Fiscal  Year  1998  (including 
Fiscal  Year  1993)"  to  Authority  in  compliance  with  PICA 
Act  requirement  for  annual  Plan  rervision,  and  to  propose 
measures  to  correct  variance  declared  by  PICA  on 
December  9,  1992. 

Act  1 1 1  Police  arbitration  panel  issues  its  award 
conceming  the  City  and  F.O.P.  Lodge  No.  5. 

The  F.O.P.  Lodge  No.  5  files  an  appeal  of  the  Act  1 1 1 
arbitration  award,  and  the  City  files  a  cross-appeal.  PICA 
is  not  named  as  a  party  to  the  litigation.  On  May  20, 
1993,  the  Coun  of  Common  Pleas  for  Philadelphia 
County  upholds  the  award,  finding  for  the  City  on  the 
major  economic  issues.  Both  the  City  and  the  F.O.P. 
Lodge  No.  S  file  appeals  to  the  Commonwealth  Court  of 
Pennsylvania  which,  on  December  7,  1993,  rules  in  £avor 
of  the  City  on  all  issues  raised  by  the  City  and  the  F.O.P. 
Lodge  No.  5.  On  January  6,  1994,  the  F.O.P.  Lodge 
No.  5  files  a  petition  for  allowance  of  appeal  to  the 
Pennsylvania  Siq>ieme  Court,  which  is  denied  on  April 
28,  1994. 

PICA  Board  approves  the  FY94-FY98  Plan,  and  the 
measures  proposed  by  the  City  to  remedy  the  Variance. 
As  part  of  its  approval  of  the  FY94-FY98  Plan,  the 
Authority  also  approves  in  principle  the  use  of  $23.5 
million  in  remaining  proceeds  of  the  Authority's  Series  of 
1992  bond  issue  not  required  to  be  used  to  fund  the  City's 
FY92  deficit  to  fiind  a  special  indemnity  accoimt  directed 
towards  reducing  the  City's  outstanding  indemnity 
e:qx)sure. 

PICA  Board  approves  a  list  of  capital  projects  as  being 
eligible  for  PICA  financing. 

PICA  issues  $643,430,000  in  aggregate  principal  amount 
of  its  "Special  Tax  Revenue  Bonds  (City  of  Philadelphia 
Funding  Program),  Series  of  1993".  The  bond  issue 
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August  19, 1993 


November  21, 1993 
December  21, 1993 


January  13, 1994 


March  14, 1994 
April  4, 1994 


funds  $195  million  in  capital  projects  and  also  refunds 
$381  million  in  City  general  obligation  debt. 

PICA  issues  $178,675,000  in  aggregate  principal  amount 
of  its  "Special  Tax  Revenue  Refunding  Bonds  (City  of 
Philadelphia  Funding  Program),  Series  of  1993A".  The 
bond  issue  refunds  $150  million  of  the  Authority's  Series 
of  1992  bonds. 

Act  11 1  fire  arbitration  panel  issues  its  award  concerning 
the  City  and  I.  A.F.F.  Local  22. 

I.A.F.F.  Local  22  files  an  appeal  from  the  Act  111 
arbitration  award,  and  the  City  files  a  cross-appeal.  PICA 
is  not  named  as  a  paity  to  the  litigation.  The  Couit  of 
Common  Pleas  for  Philadelphia  County  has  not  yet 
rendered  its  decision. 

Mayor  submits  to  City  Council  the  City's  proposed  "Five- 
Year  Financial  Plan,  Fiscal  Year  1995  -  Fiscal  Year  1999 
Cmduding  Fiscal  Year  1994)" ,  the  City '  s  proposed 
General  Fund  budget  for  the  1995  Fiscal  Year  and  the 
1995  Fiscal  Year  capital  budget. 

City  Coundi  approves  the  FY95-FY99  Plan  and  the 
City's  General  Fund  and  capital  budgets  for  FY95. 

Mayor  submits  the  FY95-FY99  Plan  to  PICA. 


Riture  City  Reporting  to  PICA 

As  discussed  in  the  section  of  this  Rqwit  entitled  "Executive  Summary  and 
Staff  Recommendation" ,  absent  the  occurrence  of  a  variance,  receipt  of  an  arbitration 
award  which  is  at  variance  with  the  Plan  or  a  determination  by  the  City  that  further 
revisions  to  the  Plan  arc  necessary,  the  City  will  not  submit  a  revised  Plan  to  the 
Authority  until  March  of  1995.  During  future  months,  the  Authority  will  receive 
quaiteriy  reports  on  the  City's  performance  under  the  Plan,  together  with  other  data. 

The  reporting  system  established  in  the  Cooperation  Agreement  and  the  PICA 
Act  anticipates  a  regular  flow  of  data  to  PICA,  and  the  reporting  system  which  has 
been  established  by  agreement  between  the  City  and  PICA  under  the  provisions  of  the 
PICA  Act  is  divided  into  several  groups,  which  are  described  below: 
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Ouarteriv  Pl^p  Rgx^rts,  The  Authority  receives  reports  fipom  the  City  on  a 
quaiteriy  basis  (45  days  after  the  end  of  each  fiscal  quarter)  concerning  the 
status  of  compliance  with  the  Plan  and  associated  achievement  of  initiatives. 
The  remaining  quarteriy  reporting  deadlines  for  FY94  are  May  16,  1994  and 
August  15,  1994.  Quarteriy  reporting  deadlines  for  FY95  are  November  14, 
1994,  February  14,  1995,  May  15,  1995  and  August  15,  1995.  The 
Cooperation  Agreement  also  requires  that  the  City  provide  reports  to  PICA 
concerning  Supplemental  Funds  (i.e. ,  the  Water  and  Aviation  Funds)  on  a 
quarteriy  basis. 

Grants  Revenue  Fund  Contingency  Account  Report.  The  Cooperation 
Agreement  provides  that  a  report  on  the  Giants  Revenue  Fund  Contingency 
Account  be  prepared  and  submitted,  by  department,  not  later  than  20  days  after 
the  close  of  each  fiscal  quarter,  and  those  yet  to  be  received  relating  to  FY94 
are:  April  20,  1994  (which  has  not  yet  been  received)  and  July  20,  1994.  For 
FY95  the  reporting  dates  are  October.20,  1994,  January  20,  1995,  i^ril  20, 
1995  and  July  20,  1995.  This  report  details  the  receqrt  and  use  of  Federal  and 
Commonwealth  Funds  by  the  City,  as  well  as  the  eligibility  for  fund 
withholding  by  the  Commonwealth  at  HCA's  direction  in  the  event  the  City 
cannot  balance  the  Plan  after  a  variance  has  been  declared,  and  followed  by  an 
extended  period  of  intensive  reporting  and  PICA  review  of  proposed  corrective 
efioits. 

Prospective  Debt  Service  Requirements  Rerxnts.  The  Cooperation  Agreement 
requires  submission  of  a  report  detailing  prospective  debt  service  payments  by 
the  City,  as  well  as  lease  payments,  60  days  prior  to  the  beginning  of  a  fiscal 
quarter.  The  remaining  report  in  this  category  for  FY94  is  to  be  received  on 
May  2,  1994.  The  dates  for  submission  of  such  reports  for  FY95  are  August  1, 
1994,  November  1,  1994,  January  3,  1995  and  May  1,  1995. 
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The  Chairman.  We  want  to  hear  from  Mr.  Christian  and  Ms. 
Williams.  We  have  a  vote.  I  am  going  to  recess  for  10  minutes,  or 
as  quickly  as  one  of  us  can  get  back,  and  then  we  will  proceed,  if 
you  will  bear  with  us  just  for  a  couple  of  minutes. 

[Recess.] 

The  Chairman.  I  apologize  for  the  interruption.  Ms.  Williams, 
were  you  going  to  lead  off? 

STATEMENT  OF  SUSAN  WILLIAMS 

Ms.  Williams.  Yes,  I  would  be  happy  to. 

Good  afternoon,  Mr.  Chairman  and  members  of  the  committee. 
I  am  Susan  Williams,  president  of  Bracy  Williams  &  Co.  I  serve  as 
chair  of  the  Federal  Affairs  Committee  for  the  Board  of  Trade.  The 
Board  of  Trade  represents  over  1,000  business  and  professional 
firms  in  the  Washington  metropolitan  area. 

With  me  is  James  Christian,  partner  in  the  District  law  firm  of 
Washington  and  Christian.  He  serves  as  chair  of  the  Board  of 
Trade's  D.C.  Public  Affairs  Council.  We  are  here  today  to  testify  re- 
garding H.R.  2902,  the  Federal  Payment  Formula  Revision  Act  of 
1993. 

The  Board  of  Trade  has  traditionally  been  a  very  strong  advocate 
for  an  equitable  Federal  payment  for  the  District.  In  its  most  re- 
cent 3-year  plan,  adopted  by  the  Board  of  Trade's  directors  in  Sep- 
tember 1993,  the  board  reaffirmed  its  belief  that  the  Federal  pay- 
ment should  be  equitable,  predictable  and  adequately  reflect  the 
true  cost  to  the  District  as  a  consequence  of  serving  as  the  Nation's 
Capital. 

The  Board  of  Trade  has  also  identified  the  stability  of  the  Dis- 
trict's financial  status  as  a  major  strategic  goal  of  its  membership. 
Without  doubt,  an  equitable  Federal  payment  is  part  of  stabilizing 
the  city's  long-term  financial  health.  It  is  in  this  spirit  that  the 
Board  of  Trade  supports  H.R.  2902. 

My  friend,  Mr.  Christian,  will  elaborate  on  the  benefits  of  H.R. 
2902  to  the  District. 

STATEMENT  OF  JAMES  M.  CHRISTIAN 

Mr.  Christl\n.  Thank  you,  Susan.  It  is  a  distinct  honor  for  me 
to  return  to  this  distinguished  hall,  given  the  fact  that  I  had  the 
opportunity  serve  at  one  time  with  Mr.  Bliley  as  the  Deputy  Minor- 
ity Counsel  of  the  House  District  Committee.  Returning  back  to 
this  point  in  the  discussion  reminds  me  of  some  of  the  discussions 
that  we  had  when  I  was  here  on  the  staff. 

And  in  addition,  Ms.  Norton,  I  have  the  distinct  honor  of  having 
served  as  the  former  General  Counsel  to  the  Council  of  the  District 
of  Columbia,  the  legislative  side  of  the  local  government. 

Turning  to  the  specifics  of  today's  hearing,  according  to  the  Gren- 
eral  Accounting  Office,  H.R.  2902  would  yield  a  more  rational  and 
predictable  Federal  formula  for  the  Federal  payment.  We  under- 
stand the  formula  would  be  permanent,  with  an  escalating  scale  to 
raise  the  current  percentage  of  24  percent  1  percent  each  year  for 
6  years  until  it  reached  30  percent.  This  percentage  was  rec- 
ommended by  the  1990  Rivlin  Commission  Report  on  Budget  and 
Financial  Priorities  of  the  District  of  Columbia.  The  Commission 
noted  a  formula-based  Federal  payment  adequately  compensating 
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the  District  "should  enable  the  District  to  project  future  amounts 
with  more  certainty  and  aid  in  long-range  planning."  As  the  Com- 
mission further  noted,  that  percentage  approximates  the  Federal 
payment  percentage  of  local  source  revenues  existing  in  1975  when 
Home  Rule  was  panted. 

To  prevent  wild  unexpected  fluctuations  in  the  authorization 
caused  by  reductions  in  the  District  revenue,  we  understand  an  au- 
thorization floor  would  be  established  so  that  the  Federal  payment 
authorized  for  any  given  year  would  be  no  less  than  the  average 
Federal  payment  appropriation  of  the  3  preceding  years.  This  pro- 
vision adds  stability  to  future  planning  and  accounting  forecasts  by 
the  District. 

For  these  reasons,  we  in  the  Greater  Washington  Board  of  Trade 
support  H.R.  2902. 

That  being  said,  the  Board  of  Trade  does  not  view  additional  rev- 
enues as  the  sole  method  to  address  the  District's  long-term  fiscal 
problems.  We  do  note  that  up  until  this  fiscal  year,  1995,  the  Dis- 
trict locally  did  not  seek  significant  increases  in  tax  burdens  on  the 
private  sector.  Therefore,  we  are  very  cognizant  of  the  fact  that  the 
time  has  come  when  different  approaches  may  very  well  be  consid- 
ered. However,  we  feel  that  efficient  and  tough  management  of  the 
District's  resources  is  critically  important  also  for  the  District's  fu- 
ture financial  health. 

The  Board  of  Trade  has  reviewed  the  June  1994  General  Ac- 
counting Office  report  on  the  general  status  of  the  District  and  has 
presented  testimony  to  the  Council  of  the  District  of  Columbia  re- 
garding the  serious  nature  of  the  District's  cash  management  prob- 
lems. We  certainly  will  make  that  available  to  be  a  part  of  the 
record  of  this  hearing. 

[The  information  follows:] 
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Good  afternoon,  Chairman  Clarke  and  Members  of  the  DC  Council.  I  am  Tuck  Nason,  Chairman 
of  the  Greater  Washington  Board  of  Trade.  I  am  also  Chairman,  President  and  CEO  of  The  Acacia 
Group  (Tuck  please  check  for  accuracy  here) ,  the  only  national  insurance  company  with  its  headquarters 
In  the  District  of  Columbia.  Here  with  me  today  are:  Robert  Krebs,  Staff  Vice  President  of  Regional 
Affairs,  and  Thomas  Johnson,  Staff  Director  of  DC.  Public  Affairs.  On  behalf  of  the  Board  of  Trade,  I 
am  here  today  to  testify  regarding  the  findings  in  the  June  1994  General  Accounting  Office  ("GAO") 
Report  on  the  financial  status  of  the  District  of  Columbia's  finances.  For  the  record,  the  Greater 
Washington  Board  of  Trade  represents  over  one  thousand  and  fifty  (1,050)  small  and  large  businesses 
and  professional  firms  in  the  Metropolitan  Washington  area. 

The  findings  of  the  GAO  report  cleariy  underscore  the  immediate  need  for  the  Distnct  to  address 
the  financial  cnsis  that  exists  As  representatives  of  the  regional  business  community,  one  of  our  pnmary 
goals  is  to  ensure  the  strong  fiscal  health  of  the  "core"  jurisdiction  In  the  region  -  the  Distnct.  Business 
and  government  have  recognized  for  some  time  that  tough  decisions  lie  before  the  Distnct  to  address 
systemic  long-  and  short-term  fiscal  concems.  These  concerns  hurt  everyone.  The  Council  must  yeariy 
face  paralyzing  budget  cnses.  The  citizens  are  frustrated  not  knowing  program  funding,  or  tax  levels 
year  to  year  It  hurts  business  causing  agitation,  apprehension  and  an  unstable  business  climate. 
Current  leadership  must  recognize  that  an  action  plan  is  needed  immediately  for  these  reasons.  The 
Board  recognizes  we  face  this  crisis  together  We  need  a  plan  that  leads  the  Distnct  away  from  these 
crises  within  the  next  five  years.  It  will  be  a  joint  effort  and  it  must  be  a  pnonty. 

The  referenced  GAO  report  reaches  conclusions  helpful  in  delineating  areas  in  which  the  Council 
should  concentrate  It  is  a  useful  directional  tool  and  in  devising  the  difficult  decisions  ahead  it  must  be 
used  as  such  However,  the  basic  thrust  of  the  report  is  accurate:  the  District  "is  faced  with  both 
unresolved  long-term  financial  issues  and  continual  short  term  financial  crises". 

We  can  no  longer  afford  short-term  miscalculations.  Actual  Medicaid  payments  for  the  first 
six  months  of  fiscal  year  1 994  exceeded  budget  estimates  and  may  be  underprojected  by  as  much  as 
$30  million  (p.  4).  Payments  exceeded  onginal  estimated  payments  by  an  average  of  $4  million  per 
month  initially,  and  despite  a  revised  cash  forecast  for  the  final  six  months  of  fiscal  year  1994,  April  1994 
disbursements  were  $13  million  over  the  projected  average  per  month.  This  may  be  due,  in  large  part, 
to  the  fact  that  the  District's  Medicaid  Managed  Care  Program,  specifically  designed  to  control  costs  in 
Medicaid  spending  dunng  fiscal  year  1994,  began  implementation  a  full  seven  months  after  its  intended 
start-date. 

Mis-projections  should  not  be  considered  acceptable.  The  fiscal  year  1995  budget  for  the 
Department  of  Con-ections  projected  that  expenditures  would  decline  by  six  percent,  according  to  the 
report,  through  privatization  of  services  and  reductions  in  the  cost  of  housing  prisoners  in  non-Dlstnct 
facilities  The  budget  did  not  include  funds  to  pay  for  housing  the  310  prisoners  estimated  for  this  service; 
therefore  savings  will  not  occur. 

Accounting  practices  that  may  appear  to  be  deceptive  should  not  be  tolerated.  In  1993, 
the  District  transferred  $58  million  from  the  general  fijnd  directly  to  DC.  General  Hospital,  and  recorded 
It  as  a  general  fund  receivable  and  a  hospital  fund  payable  (p  27)  This  "loan"  is  unlikely  to  be  collected, 
as  the  Hospital  continues  to  operate  at  a  deficit.  In  the  report's  opinion,  the  District  should  have 
requested  additional  funds  for  the  Hospital  through  a  supplemental  budget  request. 

Finally,  pages  55-59  of  the  report  outlined  potential  extraordinary  costs  that  may  exist  in  the 
future  regarding  full  implementation  of  court-ordered  remedies  in  the  areas  of  corrections,  child  welfare, 
juvenile  rehabilitation,    and  mental  health  treatment.     Furthermore,   this  list  does  not  include  likely 
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additional  long-term  deficits  from  enterpnse  funds  such  as  the  Water  and  Sewer  Fund  and  the  D.C. 
General  Hospital  Fund  (p.  5). 

The  District's  financial  situation  can  be  remedied.  However,  the  Board  recognizes  there  will  be 
plenty  of  hardship  in  doing  so.  The  government  can  take  actions  that  cause  pain  in  the  short-term  but 
restore  long-temn  faith  in  its  ability  to  manage  its  fiscal  affairs. 

The  report's  conclusions  underscore  the  need  for  the  District  to  (1)  more  responsibly  control 
spending  and  (2)  create  generators  which  can  ssrve  to  retain  and  recruit  businesses  to  the  District, 
bnnging  revenue  growth  to  the  Distnct.  Simply  put,  the  spending  policies  of  the  Distnct  must  change 
dramatically  in  order  to  avoid  the  projected  $742  million  dollar  deficit  by  the  year  2000.  as  outlined  in  the 
report.  Spending  cuts  alone  will  not  be  sufficient  but  they  declare  the  Distnct's  earnest  effort  toward 
fiscal  accountability.  The  District  must  seriously  look  at  staffing  levels  of  any  and  all  non-essential 
positions,  and  continue  the  work  that  was  initially  attempted  at  the  beginning  of  Fiscal  Year  1991 
regarding  downsizing  of  the  government.  The  District  must  address  these  issues  head-on,  instead  of 
relying  on  accounting  "contnvances, "  such  as  the  $225  million  dollars  created  on  paper,  by  changing  the 
real  property  tax  year,  borrowing  from  the  Water  and  Sewer  Fund,  and  deferring  payment  for  WMATA. 
All  will  be  willing  to  make  the  short-term  sacrifices  If  a  legitimate  long-term  fiscal  solution  is  t}eing 
moulded. 

Secondly,  but  just  as  important,  the  District  must  move  aggressively  to  foster  economic 
generators  that  will  strengthen  economic  development.  Economic  development  must  be  a  pnority  to  bring 
new  tax  revenue,  not  new  taxes,  into  the  Distnct's  coffers  to  meet  projected  gaps. 

Initiatives  such  as  the  proposed  sports  arena  &  convention  center,  as  well  as  other  measures 
aimed  at  removing  economic  bamers  to  the  establishment  of  new  business  enterprises  in  the  District, 
are  examples  of  long-term  economic  generators. 

We  stand  at  a  truly  unique  juncture.  At  the  time  of  some  of  the  gravest  fiscal  accountability 
concems,  the  business  community  Is  positioning  two  of  the  most  unique  opportunities  for  future  economic 
generation  on  the  District's  doorstep.  The  convention  center  and  the  arena  are  those  opportunities. 
These  are  both  investments  in  the  long-term  future  of  the  city  and  region. 

The  Board  of  Trade,  along  with  many  others,  view  the  District  as  the  core  of  economic  growth 
within  the  metropolitan  region.  If  the  Distnct  fails  to  address  its  problems  m  the  long-term,  the  entire 
region  will  suffer  I  will  state  unequivocally,  Mr.  Chairman,  that  the  Board  of  Trade  and  its  vanous 
committees  are  ready,  willing,  and  able,  to  work  with  the  District  in  fostering  the  overall  long-term 
planning  necessary  to  bnng  the  District's  financial  outlook  back  to  healthier  levels  The  Board  is 
dedicated  to  'keeping  the  doors  open"  and  aiding  this  dialogue.  We  would  support  any  process  that 
moves  towards  improving  the  Distnct's  business  environment.  We  believe  that  such  a  process  should 
begin  now,  and  not  wait  until  after  elections  have  concluded.  Such  will  be  in  the  best  interest  for  those 
who  serve  as  District  advocates  at  all  levels. 

The  Greater  Washington  Board  of  Trade  is  committed  to  working  with  public  and  pnvate  leaders 
at  the  local  and  federal  level  to  solve  the  District's  financial  problems.     As  many  have  previously 
indicated,  and  as  the  GAO  Report  cleariy  states,  the  time  to  begin  this  process 
is  now    Members  of  the  Council,  the  clock  is  ticking. 

Thank  you  Mr.  Chairman  for  holding  this  most  important  hearing  and  allowing  us  to  share  our 
concems  with  you. 
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Mr.  Christian.  The  Board,  through  our  Chairman  Tuck  Nason, 
raised  concerns  locally  here  in  the  District  on  June  29  in  testimony 
before  the  Council's  Committee  of  the  Whole  regarding  the  June 
1994  General  Accounting  Office  report.  Mr.  Nason  noted  various 
problems  including,  one,  actual  Medicaid  payments  for  the  first  6 
months  of  fiscal  year  1994  exceed  budget  estimates  by  as  much  as 
$30  million.  This  may  be  partially  due  to  the  District's  Medicaid 
managed  care  program,  which  though  specifically  designed  to  con- 
trol costs  in  Medicaid  spending,  during  fiscal  year  1994  began  a 
full  7  months  late. 

This  $30  million  cost  may  have  been  avoided  with  better  man- 
agement. 

Second,  the  District's  transferring  of  $58  million  fi-om  the  general 
fund  directly  to  D.C.  General  and  classifying  it  as  a  general  fund 
receivable  and  a  hospital  fund  payable.  The  GAG  report  noted  that 
this  "loan"  is  likely  uncollectible  and  should  have  been  included  in 
a  supplemental  budget  request.  Is  this  accountable,  sound,  official, 
fiscal  management? 

Third,  extraordinary  costs  may  exist  regarding  full  implementa- 
tion of  court-ordered  remedies  in  the  Department  of  Corrections, 
child  care,  juvenile  justice  and  rehabilitation,  and  mental  health 
treatment.  One  could,  we  feel,  legitimately  ask  to  what  extent  were 
problems  in  management  responsible  for  the  conditions  which  led 
to  some  of  these  court-ordered  remedies? 

We  have  attached  our  full  testimony  on  these  matters,  also,  Mr. 
Chairman  for  your  consideration. 

In  view  of  all  the  foregoing,  the  Board  of  Trade  respectfully  sub- 
mits that,  at  a  minimum,  a  six-point  plan  should  be  adopted  to  ad- 
dress the  District's  short-  and  long-term  financial  status.  The  six 
points  which  we  would  offer  for  your  consideration  would  include: 

No.  1,  establishment  of  a  predictable,  equitable  Federal  payment, 
which  H.R.  2902  would  do; 

No.  2,  resolution  of  outstanding  Federal-D.C.  financial  issues  in- 
cluding the  long-standing  pension  obligation  outstanding  almost 
since  the  inception  of  the  Home  Rule  charter; 

No.  3,  development  of  a  multiyear  financial  plan  generated  by 
the  locally  appointed  officials,  but  developed  with,  we  suggest,  a 
panel  of  specialists  in  municipal  finance.  This  should  include  man- 
agement performance  accountability  standards,  focused  on  a  3-  to 
5-year  action  plan  with  realistic  goals  and  completion  target  dates. 
Such  an  action  plan  should  encompass  annual  financial  progress- 
to-date  reports  to  the  Council. 

Parenthetically,  Mr.  Chairman,  we  do  not  offer  this  suggestion  as 
any  indication  of  a  conclusion  that  there  is  really  a  need  or  lack 
of  competence  in  the  local  government,  but  that  we  feel  that  out- 
side specialists  might  very  well  question  the  assumptions  and  bring 
some  fresh  light  to  existing  issues. 

No.  4,  a  concurrent  exclusion  of  any  structural  improvements 
necessary  within  the  charter  form  of  government.  It  has  been  oper- 
ating since  1975  under  the  present  structural  format.  This  might 
be  the  opportune  time  to  take  a  look  at  the  structure  of  the  charter 
as  we  now  have  it.  Particularly,  we  would  suggest  that  we  may 
need  to  take  a  look  at  how  the  school  budget  is  developed  and  its 
relationship  to  the  overall  budget,  how  some  of  the  independent 
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agencies  spend  their  funds  and  their  accountability,  and  how  the 
District's  enterprise  funds  are  managed  and  operated  and  their  re- 
lationship to  the  general  operating  budget;  and 

No.  5,  support  and  creation  of  economic  generators  that  foster 
employment  and  create  economic  development  and  create  new  tax 
revenues  without  new  taxes. 

Finally,  Mr,  Chairman,  and  perhaps  most  importantly,  develop- 
ment of  a  more  viable  partnership  with  the  Congress  built  on  mu- 
tual respect  and  commonality  of  interest  in  making  the  Nation's 
Capital  a  showplace  of  the  Nation. 

The  Board  recognizes  that  there  are  many  varied  and  different 
points  of  view  regarding  the  state  of  the  District's  finances.  Not  the 
least  are  those  expressed  by  the  courts  given  the  court-ordered 
mandates  concerning  certain  District  of  Columbia  programs. 

Within  this  framework,  the  District,  if  possible,  with  help  from 
this  committee  and  Members  of  the  Congress  working  in  partner- 
ship with  others,  should,  we  believe,  even  make  the  extraordinary 
effort  and  attempt  to  approach  the  courts  themselves  and  encour- 
age involved  parties  mutually  working  together  attempting  to  nego- 
tiate resolution  of  some  of  the  fundamental  issues  which  have  been 
the  basis  of  the  court-ordered  mandates. 

The  Board  of  Trade  is  not  alone  in  recognizing  the  need  for  meas- 
ures to  improve  fiscal  accountability.  The  District's  Auditor,  Russell 
Smith,  in  his  June  29  testimony  before  the  Council's  Committee  of 
the  Whole  noted  additional  needs  for  improved  fiscal  performance. 
The  Auditor  recommended  several  worthwhile  changes  to  current 
law  that  would  increase  management  accountability.  Some  of  those 
items  which  you  have  really  looked  at  and  have  been  provided  to 
you  include — and  we  would  like  to  reiterate  them — adopting  a  per- 
formance budget  which  presents  goals  and  objectives  and  perform- 
ance levels  with  spending  limits;  imposing  penalties  for  those  offi- 
cials, departments  and  agency  heads  who  exceed  their  budget  au- 
thority; requiring  the  executive  on  a  monthly  basis  to  receive  a  re- 
port, delineated  by  agency,  which  contains  the  expenditure  and  rev- 
enue forecasts  and  any  variances  against  improved  monthly  budget 
plans  and  the  status  of  achieving  program  goals  and  objectives;  re- 
vising and  modifying  the  reprogramming  law  to  align  it  to  the  Dis- 
trict's budget  structure,  which  seems  to  be  sort  of  out  of  sync;  re- 
quiring the  chief  financial  officer  to  report  directly  to  the  Mayor  of 
the  District  of  Columbia;  and  modifying  approval  thresholds  to  en- 
sure that  the  approval  process  is  not  cumbersome. 

These  were  items  that  were  presented  by  the  auditor.  We  on  the 
Board  of  Trade  believe  that  these  ideas  make  sense  and  are  con- 
sistent with  our  own  views.  They  typify  components  of  what  we 
view  as  a  true,  multiyear  fiscal  plan. 

Locally,  legislation  has  been  introduced,  bill  10-705,  the  Govern- 
ment Managers'  Accountability  Act  of  1994,  which  contains  similar 
proposals  and  has  been  referred  to  the  Council's  Committee  of  the 
Whole.  The  revisions  recommended  by  the  auditor  are  the  types  of 
business  fiscal  management  revisions  we  see  as  necessary  in  the 
authority/management  structure  that  will  allow  the  District  to 
manage  its  affairs  more  accountably  and  efficiently.  We  will  strong- 
ly advocate  that  the  Council  adopt  many  of  the  recommended  fiscal 
management  changes  advanced  by  the  auditor. 
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Mr.  Chairman  and  members  of  the  committee,  let  me  reiterate 
the  Board  of  Trade's  willingness  to  work  in  partnership  with  the 
District.  We  would  be  prepared  to  approach  the  membership  of  the 
Board  of  Trade  to  request  that  they  join  us  as  an  entity  to  provide 
technical  support  for  many  of  the  elements  of  the  plan  we  have  out- 
lined here.  We  would  participate  in  any  discussion  with  local  offi- 
cials, as  well  as  congressional  leaders,  regarding  the  implementa- 
tion of  needed  changes. 

It  is  a  matter  of  record  that  even  in  our  testimony  on  some  tax 
measures  locally  with  the  District,  we  have  called  for  the  convening 
of  a  local  budget  summit  wherein  many  budget  issues  could  be  ad- 
dressed short  of  and  not  under  the  pressures  of  adopting  budgets; 
and  we  reiterate  that  call  for  a  budget  summit  wherein  we  would 
be  a  participant. 

We  would  be  prepared  to  support  changes  regarding  revenue  or 
otherwise  when  such  improvement  is  part  of  a  comprehensive  ap- 
proach to  stabilize  the  financial  environment  of  the  District. 

We  have  and  will  continue  to  work  with  regional  leaders  to  pro- 
vide assistance.  The  foundation  for  working  with  such  leadership 
was  generally  explored  at  our  fifth  Potomac  Conference,  of  such 
leaders.  The  Potomac  Conference  is  the  convening  of  regional  lead- 
ership, of  local  elected  officials,  to  discuss  problems  associated  with 
the  region  and  the  impact  on  the  District  of  Columbia. 

We  are  sure  of  and  are  open  to  examining  other  areas  of  support 
which  would  be  provided. 

Our  position  is  not  new,  as  I  have  indicated.  Previous  statements 
before  the  Council  of  the  District  of  Columbia  by  myself  and  our 
Chairman,  Tuck  Nason,  have  further  outlined  and  elaborated  on 
our  views  in  these  areas. 

The  Board  of  Trade  sees  the  District  as  the  region's  core  and  as 
its  capital,  the  Nation's  pride.  It  cannot  and  should  not  be  anything 
other  than  a  world-class  city.  The  District  of  Columbia  must  share 
in  the  prosperity  available  to  the  region.  A  predictable  Federal  pay- 
ment provides  an  important  foundation  within  the  framework  nec- 
essary to  stabilize  the  city's  financial  future.  Again,  we  urge  adop- 
tion and  full  implementation  of  H.R.  2902. 

Mr.  Chairman,  and  members  of  the  committee,  on  behalf  of  the 
Board  of  Trade,  we  thank  you  for  this  opportunity  to  present  these 
comments  and  certainly  would  be  happy  to  respond  to  whatever 
questions  you  might  want  to  pose.  Thank  you. 

The  Chairman.  Thank  you.  It  is  fascinating  testimony. 

[The  prepared  statement  of  James  M.  Christian  and  Susan  J. 
Williams  follows:! 
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(SUSAN  WILLIAMS)  Good  moming.  Congressman  Stark  and  Members  of  the  Committee.  1  am  Susan 
Williams,  President  of  Bracy  Williams  &  Company.  I  serve  as  Chair  of  the  Board  of  Trade's  Federal  Affairs 
Committee.  The  Board  of  Trade  represents  over  one  thousand  business  and  professional  firms  in  the  Washington 
Metropolitan  regional  area.  With  me  is  James  M.  Christian,  Partner  in  the  Distria  law  firm  of  Washington  & 
Christian,  and  Chair  of  the  Board  of  Trade's  D.C.  Public  Affairs  Council.  We  are  here  today  to  testify  regarding 
HR  2902,  the  "Federal  Payment  Formula  Revision  Act  of  1993". 

The  Board  of  Trade  has  historically  been  a  sn-ong  advocate  for  an  equitable  federal  payment  for  the 
District.  In  its  most  recent  three  year  plan  adopted  by  the  Board  of  Trade's  Directors  in  September  of  1993,  the 
Board  reaffirmed  its  belief  that  the  Federal  Payment  should  be  equitable,  predictable,  and  adequately  reflect  the 
true  costs  to  the  District  as  a  consequence  of  its  serving  ai  the  Nation's  Capital.  The  Board  of  Trade  has  also 
identified  the  stability  of  the  District's  financial  status  as  a  major  strategic  goal.  Without  doubt,  an  equitable 
federal  payment  is  part  of  stabilizing  the  city's  long  term  fmancial  health.  It  is  in  this  spirit  that  the  Board  of 
Trade  suppons  HR  2902.    Mr.  Christian  will  elaborate  on  the  benefiu  to  the  District  of  HR  2902. 

(JAMES  M.  CHRISTIAN)  According  to  the  General  Accounting  Office,  HR  2902  would  yield  a  mot« 
rational  and  predictable  formula.  We  understand  the  formula  would  be  permanent,  with  an  escalating  scale  to 
raise  the  current  percentage  of  24%,  one  percent  each  year  for  six  years,  until  it  reached  30%.  This  percentage 
was  recommended  by  the  1990  Rivlin  Commission  Report  on  Budget  and  Financial  Priorities  of  the  District  of 
Columbia.  The  Commission  noted  a  formula-based  federal  payment  adequately  compensating  the  District  "should 
enable  the  District  to  project  future  amounts  with  more  certainty,  (and)  aid  in  long-range  planning".  As  the 
Commission  further  notes  that  percentage  approximates  the  federal  payment  percentage  of  local  source  revenues 
in  1975,  when  Home  Rule  was  granted.  To  prevent  wild,  unexpected  fluctuations  in  the  authorization  caused  by 
reductions  in  District  revenue,  we  understand  an  authorization  floor  would  be  established  so  that  the  federal 
payment  authorized  for  any  given  year  would  be  no  less  than  the  average  federal  payment  appropriation  of  the 
three  preceding  years.  This  provision  adds  stability  to  fiiture  plaiuiing  and  accounting  forecasts  by  the  District. 
For  these  reasons  we  support  HR  2902. 

That  being  said,  the  Board  of  Trade  does  not  view  additional  revenue  as  the  sole  method  to  address  the 
District's  long  term  fiscal  problems.  Efficient  and  tough  management  of  its  resources  is  critically  important  for 
the  District.  The  Board  of  Trade  has  reviewed  the  June  1994  General  Accounting  Office  report  on  the  Financial 
Status  of  the  District,  and  has  presented  testimony  to  the  Council  of  the  District  of  Columbia  regarding  the  serious 
nature  of  the  District's  cash  management  problems. 

The  Board  of  Trade,  through  our  Chairman  Tuck  Nason,  raised  concerns  locally  here  in  D.C.  on  June 
29th  in  testimony  before  the  Council's  Committee  of  the  WTiole  regarding  the  June  1994  General  Accounting 
Office  Report.  He  noted  various  problems  including:  I )  Actual  Medicaid  payments  for  the  first  six  months  of 
Fiscal  Year  1994  exceeding  budget  estimates  by  as  much  as  $30  million.  This  may  be  partially  due  to  the 
District's  Medicaid  Managed  Care  Program,  which  though  specifically  designed  to  control  costs  in  Medicaid 
spending  during  FY  1994,  began  a  full  seven  months  late.  This  $30  million  cost  may  have  been  avoided  with 
better  business  management.  2)  The  District  transfemng  $58  million  from  the  general  fund  directly  to  D.C. 
General,  and  recording  it  as  a  general  fimd  receivable  and  a  hospital  fiind  payable.  The  GAO  report  noted  that 
this  "loan"  is  likely  uncollectible,  and  should  have  been  included  in  a  supplemental  budget  request.  Is  this 
accountable  fiscal  management?  3)  Extraordinary  costs  may  exist  regarding  full  implementation  of  court-ordered 
remedies  in  the  Department  of  Corrections,  child  welfare,  juvenile  justice  and  rehabilitation,  and  mental  health 
treatment.  Did  fiscal  management  lead  to  some  of  these  court-ordered  remedies?  We  have  attached  our  full 
testimony  on  these  matters  for  your  consideration. 

The  Board  of  Trade,  therefore,  would  call  for  a  six-point  plan  to  address  the  District's  short  and  long 
term  fmancial  status,  which  would  include: 

1)  Establishment  of  a  predictable,  equitable  Federal  Payment; 

2)  Resolution    of  outstanding    Federal-D.C.    financial    issues    including   the   longstanding    pension 
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obligation,  outstanding  almost  since  the  inception  of  the  Home  Rule  Charter; 

3)  A  multi-year  financial  plan,  generated  by  locally  appointed  officials,  but  developed  with  a  panel  of 
specialists  in  municipal  finance.  This  should  include  management  performance  accountability 
standards,  focused  on  a  three-to-five  year  action  plan  with  realistic  goals,  and  completion  target  dates. 
Such  an  action  plan  should  encompass  annual  financial  progress-to-date  reports  to  the  Council; 

4)  A  concurrent  examination  of  any  structural  improvements  necessary  within  the  Charter  form  of 
government; 

5)  Support  and  creation  of  economic  generators  that  foster  employment  and  create  economic 
development,  and  create  new  tax  revenues  without  new  taxes; 

6)  And  a  continued  partnership  with  the  Congress. 

Further,  the  Board  recognizes  that  there  are  many  points  of  view  regarding  the  District's  fmances.  Not 
the  least  are  court-ordered  mandates  concerning  District  programs.  Within  this  fi^mework,  the  District,  if  possible 
with  help  from  this  Committee  and/or  others,  should  directly  approach  the  Court  and  other  involved  parties  and 
negotiate  resolution  of  its  obligations. 

The  Board  of  Trade  is  not  alone  in  recognizing  the  need  for  measures  to  improve  fiscal  accoimtability. 
The  District's  Auditor,  Russel  Smith,  in  his  June  29th  testimony  before  the  Council's  Committee  of  the  Whole, 
noted  additional  needs  for  improved  fiscal  performance.  The  Auditor  recommended  these  several  worthwhile 
changes  to  current  law  that  would  increase  management  accountability,  including: 

adopting  a  performance  budget  which  presents  goals  and  objectives  and  performance  levels  with  spending 
limits; 

imposing  penalties  for  those  officials,  departments  and  agency  heads,  who  exceed  their  budget  authority; 

requiring  the  Executive,  on  a  monthly  basis,  to  receive  a  report,  delineated  by  agency,  which  contains 
the  expenditure  and  revenue  forecasts  and  any  variances  against  the  improved  monthly  budget  plans  and 
the  status  of  achieving  program  goals  and  objectives; 

revising  and  modifying  the  reprogramming  law  to  realign  i:  to  the  District's  budget  structure; 

requiring  that  the  Chief  Financial  Officer  report  directly  to  the  Mayor  of  the  District  of  Columbia; 

and  modifying  approval  thresholds  to  ensure  that  the  approval  process  is  not  cumbersome. 

These  ideas  make  sense  and  fit  our  views.  They  typify  components  of  what  we  view  as  a  true  multi-year 
fiscal  plan. 

Locally  legislation  has  been  introduced.  Bill  10-705,  the  "Government  Managers'  Accountability  Act  of 
1994"  which  contain  similar  proposals,  and  has  been  referred  to  the  Council's  Committee  of  the  Whole.  The 
revisions  recommended  by  the  Auditor  are  the  types  of  business  fiscal  management  revisions  we  see  as  necessary 
in  the  authorify/management  structure  that  will  allow  the  District  to  manage  its  affairs  more  accountably  and 
efficiently.  We  will  strongly  advocate  that  the  Council  adopt  many  of  these  recommended  fiscal  management 
changes. 
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Mr.  Chairman,  let  me  reiterate  the  Board  of  Trade's  willingness  to  assist  the  District.  We  would  be 
prepared  to  approach  our  member  firms  for  technical  support  with  many  of  these  elements.  We  would  participate 
in  any  discussion  with  local  and  Congressional  leaders  regarding  implementation  of  needed  changes.  We  would 
be  prepared  to  support  changes,  regarding  revenue  or  otherwise,  when  such  improvement  is  part  of  a 
comprehensive  approach  to  stabilize  the  financial  environment  of  the  District.  We  have  and  will  continue  to  work 
with  regional  leaders  to  provide  assistance.  The  foimdation  for  working  with  such  leadership  was  generally 
explored  at  our  fifth  Potomac  Conference  of  such  leaders.  We  are  sure  of,  and  are  open  to,  examining  other  areas 
of  support  which  could  be  provided.  Our  position  is  not  new.  Previous  statements  before  the  Council  of  the 
District  of  Columbia  by  myself  and  our  Chairman,  Tuck  Nason,  have  fiirther  outlined  our  views. 

The  Board  of  Trade  sees  the  District  as  the  region's  core,  and  as  the  capital,  its  nation's  pride.  It  cannot 
and  should  not  be  anything  other  than  a  world-class  city.  The  District  of  Columbia  must  share  in  the  prosperity 
available  to  the  region.  A  predictable  Federal  Payment  provides  an  important  foundation  within  the  framework 
to  stabilize  the  city's  financial  future.    We  urge  adoption  and  full  implementation  of  HR  2902. 

On  behalf  of  the  Greater  Washington  Board  of  Trade,  I  thank  you  for  the  opportunity  to  present  these 
comments. 


163 

The  Chairman.  Mr.  Bobb,  does  Richmond  have  a  river  big 
enough  to  float  a  boat  on? 

Mr.  Bobb.  Yes,  we  have  the  James  River. 

The  Chairman.  Let's  assume  for  a  minute  hypothetically  that 
you  went  out  and  bought  a  $100,000  fireboat  and  signed  a  check 
for  it,  and  it  wasn't  in  tne  budget.  What  would  happen  to  you? 

Mr.  Bobb.  I  would  be  fired. 

The  Chairman.  Well,  what  would  happen  in  Philadelphia,  Mr. 
Henry?  They  are  building  a  statue,  I  know. 

Mr.  Henry.  It  kind  of  depends.  When  are  you  talking  about?  Are 
you  talking  about  in  the  years  before  1992  or  since  1992. 

The  Chairman.  Let's  say  currently. 

Mr.  Henry.  Currently,  you  would  not  be  able  to  get  away  with 
it.  Internal  controls  would  keep  that  from  ever  happening.  The 
Philadelphia  government,  given  its  complexity,  is  pretty  good  at 
keeping  things  from  happening,  whether  they  are  good  or  bad. 

The  Chairman.  Were  you  suggesting  that  perhaps  a  city  man- 
ager form  of  government?  Is  that  something  you  had  in  the  back 
of  your  mind? 

Mr.  Christian.  No,  that  was  not  something  that  I  was  suggest- 
ing. 

The  Chairman.  Mr.  Bobb's  testimony  brought  it  to  my  mind.  It 
is  interesting.  I  am  informed  that  last  year  the  public  safety,  fire 
department,  human  services  and  public  works  were  in  violation  of 
U.S.  Code  section  1341(a)(1),  which  has  a  penalty  of  2  years  at  the 
Ivan  Boesky  Tennis  Ranch,  or  a  $5,000  fine,  if  anybody  in  the  GAO 
documented  this.  That  is  a  hellishly  strong  Federal  penalty  for  vio- 
lating our  Antideficiency  Act — arguably,  a  little  bit  heavy-handed 
for  dealing  with  well-intentioned  bureaucrats  who  are  just  trying 
to  do  their  job,  but  we  don't  have  anything  in  between. 

The  same  departments  were  obviously  in  violation  of  the  Home 
Rule  Act,  as  was  the  Mayor,  but  I  don't  know  what  the  penalty  for 
that  would  be.  I  don't  know  as  there  are  any  penalties. 

Can  either  Mr.  Henry  or  Mr.  Bobb  suggest  something  in  be- 
tween, because  what  I  think  you  heard  today  and,  what  is  trou- 
bling me,  is  that  there  is  a  disconnect  here.  The  budget  operates 
over  here,  and  we  fuss  with  it  and  it  has  no  effect. 

The  Mayor  could  write  a  check  to  buy  a  fireboat  for  the  Potomac 
that  if  it  wasn't  authorized  by  the  City  Council,  might  be  in  con- 
travention of  the  Home  Rule  Act.  But  if  it  didn't  exceed  the  total 
budget  for  the  fire  department,  it  would  not  necessarily  violate  the 
Antideficiency  Act.  So  we  are  kind  of  in  that  area — arguably,  a  city 
manager  form  of  government.  We  can  the  city  manager,  and  that 
is  what  more  and  more  of  our  cities  in  California  do.  Whether  that 
is  politically  possible  or  not,  I  don't  know. 

But  somewhere  in  between,  what  is  the  structure?  What  kind  of 
a  structure  could  you  put  in  place  that  becomes  self-enforcing  and 
keeps  this  from  happening  so  when  the  budget  is  set  forth,  people 
can't  just  write  checks  to  exceed  it?  Any  suggestions? 

Mr.  Bobb.  The  way  our  system  works  is  that  once  the  budget  is 
in  place,  if  someone  authorizes  an  appropriation,  there  is  a  check 
and  balance  within  the  system.  If  funds  are  not  budgeted,  if  that 
item  is  not  budgeted,  it  is  automatically  kicked  out. 

The  Chairman.  I  more  or  less  can't  write  the  check. 
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Mr.  BOBB.  You  can't  write  the  check. 

But  we  have  had  occasions  where  someone  might  authorize  the 
purchase  of  a  fireboat  without  an  appropriation,  for  example,  but 
the  system  is  set  up  such  that  once  the  budget  is  in  place,  the 
items  are  placed  in  the  budget  and  you  can't. 

The  Chairman.  The  shipbuilding  company  isn't  going  to  collect. 
What  happens  in  Philly? 

Mr.  Henry.  It  is  not  so  much  on  the  fireboat  example,  but  the 
risk  that  you  take  in  any  company,  particularly  with  those  spend- 
ing patterns  that  are  pushed  by  demand — ^human  services,  correc- 
tions and  the  like — is  that  you  encumber  your  budget  early,  you 
spend  at  a  rate  exceeding  the  rate  that  was  provided  in  the  budget, 
then  you  get  to  the  30th  of  March  and  you  look  in  the  till  and  there 
is  nothing  there.  You  have  no  money. 

Then  you  go  around  and  punish  the  departments  that  have 
achieved  economies,  that  have  come  in  under  budget,  by  taking  the 
money  away  and  giving  it  to  the  departments  that  have  spent  the 
money. 

Until  this  administration  came  along,  there  were  no  effective 
midcourse  corrections  that  could  be  made.  They  are  now  doing 
monthly  manager  reports.  They  have  now  sliced  off  the  top  of  the 
budget  a  percent  or  two. 

The  Chairman.  They  go  back  6  months  and  forward  3  and  they 
keep  rolling  it  forth? 

Mr.  Henry.  Fifteen  days  after  the  conclusion  of  the  month  they 
produce  a  120-page  report  for  their  managers,  which  details  ex- 
penditures and  why  there  are  higher  than  revenues;  and  there  is 
a  target  spending  plan  which  sequesters  a  percentage  of  the  budget 
which  gives  them  room  to  move  around.  It  is  not  perfect. 

You  are  taking  a  city  that  is 

The  Chairman.  Who  installed  this?  Was  that  installed  politically 
or  by  the  bureaucracy? 

Mr.  Henry.  Bureaucracy  was  the  last  entity  that  wanted  this. 

It  came  as  a  combination.  Not  to  give  us  undue  credit,  but  the 
nature  of  the  PICA  Act  is  such  that  the  city  has  to  come  up  with 
fairly  specific  reports  within  45  days  of  the  close  of  each  quarter 
and  they  have  to  produce  this  300-page  document  every  year.  So 
they  are  under  pressure,  and  they  could  use  us  as  the  bad  guys  to 
force  the  line  managers  to  do  something. 

The  Chairman.  Just  to  finish  off  my  time,  could  you  see  us,  this 
committee,  acting  in  the  place  of  PICA  relative  to  the  District? 

Mr.  Henry.  The  situations  are  not  analogous. 

The  Chairman.  Considering  that  we  also  have  the  appropriations 
process  which  begins  to  do  some  of  this  anyway. 

Mr.  Henry.  Since  you  sit  in  a  much  more  specific  way  on  the 
District's  budget,  and  on  the  transfer  payments  that  are  made,  I 
think  that  you  would  have  a  much  greater  degree  of  leverage.  My 
only  concern  is  what  I  found  when  I  walked  in  the  door  at  PICA 
in  creating  a  brand-new  entity.  We  were  at  a  terrible  disadvantage 
in  terms  of  detailed  information.  The  ability  of  bureaucracy  to 
adopt  the  "squid  theory"  and  camouflage  its  true  position  by  send- 
ing up  copious  amounts  of  black  ink  was  very,  very  successful  in 
the  early  stages. 
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What  we  found,  though,  is  that  it  is  difficult  for  a  government 
as  inefficient  as  the  city  of  Philadelphia  to  maintain  a  good  subter- 
fuge for  a  period  of  time.  Once  you  gather  enough  information,  you 
can  gather  enough  other  information  to  find  out  when  you  are 
being  fibbed  to. 

The  Chairman.  When  we  suggest  making  changes  like  that, 
when  the  Chair  does,  he  is  accused  of  violating  the  tenets  of  Home 
Rule,  but  I  have  a  hunch  if  we  tied  it  to  money,  that  insistence  on 
the  fine  definitions  of  Home  Rule 

Mr.  Henry.  It  is  a  hearts-and-minds  sort  of  issue. 

The  Chairman  [continuing].  Might  not  be  as  strident. 

Mr.  Henry.  It  was  in  my  testimony,  but  I  truncated  a  little  bit. 

I  would  think  that  the  existence  of  what  is  perceived  to  be  a 
blank  check  sitting  on  the  counter  in  the  Treasury  is  probably  one 
of  the  greater  impediments  that  you  have  here.  In  the  absence  of 
stringent  responsibility,  I  don't  think  that  the  "political  will"  will 
coalesce  around  the  issue  to  do  the  things  that  are  hard. 

The  Chairman.  You  have  got  a  firemen's  union  in  Philadelphia. 
They  put  a  lot  of  pressure  on  the  council  and  the  mayor,  don't 
they? 

Mr.  Henry.  They  do,  but  we  have  arbitration  in  Pennsylvania. 
The  arbitrators  in  both  police  and  fire  found  for  a  2-year  freeze, 
then  back-loaded  2  percent  and  back-loaded  3  percent  in  the  last 
years  of  a  4-year  contract,  so  we  are  familiar  with  the  problem. 

The  Chairman.  Mr.  Bliley. 

Mr.  Bliley.  Thank  you.  Mr.  Bobb,  I  was  impressed  with  your 
testimony.  Having  served  on  the  council  there  in  Richmond,  I  knew 
about  some  of  the  controls,  but  you  have  more  now  than  we  had 
when  I  was  there. 

You  were  sitting  here  in  the  audience  this  morning  when  the 
chairman  and  Mr.  Hill  from  the  GAO  were  talking  about  the  budg- 
et and  how  the  budget  numbers  would  be  there  and  the  budget 
numbers  would  balance  on  paper,  but  then  what  was  spent  in  the 
year  didn't  have,  necessarily,  any  direct  relationship  to  what  was 
budgeted. 

How  do  you  ensure,  for  example,  that  your  agencies  don't  over- 
spend the  budget  that  is  allotted  to  them? 

Mr.  Bobb.  Well,  one  of  the  things  we  are  noted  for  is  the  fact 
that  we  have  very  good  expenditure  controls.  At  the  end,  when  the 
budget  is  adopted,  there  is  a  meeting  with  every  agency  director. 
We  review  the  budget  as  well  as  the  business  plans  for  each  agen- 
cy. So  we  treat  them  as  if  they  are  separate  corporations,  each 
agency;  and  we  give  them  the  instructions  to  go  and  manage  their 
agency  within  the  confines  of  their  resources.  They  monitor  those 
expenditures  on  a  monthly  basis.  We  monitor  them,  separate  from 
the  agencies,  on  a  quarterly  basis;  and  if  the  agency  is  in  trouble 
in  terms  of  where  they  should  be  in  their  spending  plan,  corrective 
action  is  taken  immediately. 

Mr.  Bliley.  You  intervene? 

Mr.  Bobb.  Yes,  there  is  an  intervention  on  the  part  of  my  office, 
the  deputy  city  manager,  and  our  director  of  budget  and  strategic 
planning.  If  something  should  come  up  within  agencies,  then  those 
agency  directors  are  immediately  required  to  come  to  us  and  say 
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there  is  a  particular  problem  that  was  not  anticipated  that  we  have 
deal  with  and  address. 

So  we  try  to  be  in  front  of  the  problem  as  opposed  to  on  the  back 
end  of  any  issue. 

Mr.  Bliley.  You  decide  whether  the  problem  is  addressed  or 
whether  it  is  deferred? 

Mr.  BoBB.  Absolutely. 

Mr.  Bliley.  Not  the  agency.  That  decision  is  with  you?  The  buck 
stops  with  you? 

Mr.  Bobb.  That  decision  is  made  by  me  in  my  office,  yes. 

Mr.  Bliley.  One  of  the  major  problems  here  in  the  District  is  the 
housing.  As  you  know,  there  are  a  number  of  boarded-up  units, 
some  2,500  I  am  told  out  of  11,000.  Last  year  they  wrote  off  over 
$5  million  in  uncollectible  rents. 

When  I  was  on  city  council,  the  Richmond  redevelopment  and 
housing  authority  had  a  100-percent  rating  from  HUD.  Does  it  still 
have  that? 

Mr.  Bobb.  It  was  just  recently  rated,  and  it  still  maintains  its 
100  percent  rating  from  HUD. 

Mr.  Bliley.  Also  when  I  was  there,  the  housing  authority  at  that 
time  paid  a  sum  in  lieu  of  taxes  to  the  city;  does  it  still  do  that? 

Mr.  Bobb.  No,  not  anymore. 

Mr.  Bliley.  But  you  don't  subsidize  it? 

Mr.  Bobb.  No,  the>'  are  not  subsidized  at  all. 

Mr.  Bliley.  Mr.  Gentry  told  me  their  vacancy  rate  is  less  than 
1  percent.  Mr.  Gentry  is  the  director  of  the  Housing  Authority? 

Mr.  Bobb.  That  is  correct. 

Mr.  Bliley.  They  charged  off  something  like  $145,000  in 
uncollectibles  on  $6.3  million  in  billing,  about  1.5  percent. 

Now,  when  I  was  there,  the  function  of  the  council  to  the  Hous- 
ing Authority  was  that  every  year  we  would  appoint  one  director, 
because  they  had  staggered  terms;  is  that  still  the  same? 

Mr.  Bobb.  Yes,  they  are  a  separate  government.  They  are  an 
independent  agency  and  work  closely  with  the  city. 

Mr.  Bliley.  But  you  have  used  them  for  a  number  of  projects — 
to  revitalize  the  downtown  area  and  to  do  a  lot  of  things  for  the 
city. 

I  thank  you.  I  intend  to  recommend  to  the  new  Mayor  and  the 
Council  that  they  pursue  separating  this  housing  department  and 
making  it  a  separate  authority. 

Can  you  describe  some  of  the  restrictions  on  the  city's  taxes  and 
borrowing  authority  again? 

Mr.  Bobb.  Yes,  one  of  the  financial  policies  we  have  in  place  that 
makes  us,  we  think,  a  viable  community  is  the  fact  that  we  limit 
the  amount  of  debt  that  we  issue  annually  by  self-imposing  restric- 
tions on  the  amount  of  debt  that  the  city  will  issue.  That  policy  has 
never  been  violated  by  city  council.  It  is  a  policy  that  bodes  well 
when  we  are  making  presentations  to  the  various  bond  rating 
agencies  in  New  York,  and  the  financial  community  in  Richmond 
respects  it. 

It  complies  with  our  5-year  capital  program,  wherein  we  deter- 
mine how  many  dollars  we  are  going  to  spend  over  a  5-year  period, 
not  only  for  the  general  city  government  but,  as  well,  for  Richmond 
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public  schools  in  terms  of  new  school  buildings  and  rehabilitation 
of  major  school  facilities. 

But  we  force  the  discipline  in  the  organization  to  stay  within  the 
limitations  that  we  place  on  the  amount  of  debt  that  the  city  can 
issue.  By  State  law,  we  can  issue  $800-and-some  million  in  debt, 
but  what  we  have  done  is  limited  it.  We  have  outstanding  in  the 
general  fund  about  $383  million.  That  is  a  very  conservative  and 
very  restrictive  policy. 

In  addition  to  that,  our  policy  requires  that  we  pay  off  at  least 
60  percent  of  our  outstanding  debt  within  10  years. 

Mr.  Bliley.  Do  you  still  have  a  policy  of  10  percent  pay-down  on 
capital  projects? 

Mr.  BoBB.  Yes,  we  do,  absolutely. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Ms.  Norton  [presiding].  Thank  you,  Mr.  Bliley.  Chairman  Stark 
has  a  meeting  with  the  Speaker  and  excused  himself.  He  will  re- 
turn. 

Mr.  Henry,  I  serve  as  co-chair  of  a  task  force  on  troubled  urban 
communities  with  your  mayor.  Mayor  Rendell.  I  am  aware  of  the 
high  regard  in  whicVi  he  is  held,  and  that  he  is  credited  with  much 
of  the  innovation  going  on  in  Philadelphia  today. 

I  note  that  when  you  began,  or  during  the  course  of  your  testi- 
mony, you  indicated  that  you  thought  it  would  take  a  cataclysmic 
event  to  get  the  parties  to  understand  what  has  to  be  done  in  a 
situation  such  as  we  confront.  All  I  can  say  is  that  I  hope  yester- 
day's vote  in  the  House  of  Representatives  represented  that  cata- 
clysmic event  and  that  it  will  take  no  greater  cataclysm. 

Both  of  your  communities,  Mr.  Bobb,  and  Mr.  Henry,  while  dif- 
ferent from  the  District  in  significant  ways,  also  bring  significant 
similarities  to  this  discussion.  You  perhaps  heard  the  testimony 
concerning  underfunded  mandates,  particularly  since  you  both 
come  from  large  cities.  You  must  have  recognized  the  testimony  on 
Medicaid,  on  middle-class  folks  leaving  town.  I  take  it  virtually 
every  large  city,  unfortunately,  is  faced  with  that  now. 

I  wonder  how  you  have  coped  with  the  unfunded  mandates  and 
the  flight  of  the  middle-class  in  particular.  How  have  you  made  up 
for  the  rising  costs  and  what  must  be  a  larger  number  of  low-in- 
come people  at  the  same  time? 

Mr.  Heniiy.  The  answer,  in  short,  is  that  we  really  haven't. 
Philadelphia  has  lost  population.  It  has  lost  11.5  percent  of  its  jobs 
in  the  last  15  years.  It  is  beset  with  some  of  the  same  problems 
as  the  District  because  it  is  both  a  city  and  a  county.  In  the  Com- 
monwealth of  Pennsylvania,  we  make  a  distinction  between  city 
functions  and  county  functions.  County  functions  tend  to  be  courts, 
prisons,  children  and  youth  and  public  health.  Whereas  some  other 
counties  absorb  some  of  those  costs,  which  are  basically  city-borne, 
into  their  larger  tax  base,  we  don't  have  that  opportunity. 

Philadelphia  accounts  for  approximately  13  percent  of  the  popu- 
lation of  the  Commonwealth  of  Pennsylvania,  but  40  percent  of  the 
people  and  families  receiving  assistance  from  the  State  live  within 
the  boundaries  of  the  city.  What  has  happened  traditionally  is  that 
other  traditional  city  services  have  been  sacrificed  to  meet  those 
services  that  have  demands  attached  to  them. 
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Our  court  system  is  under  a  lot  of  strain,  but  our  prison  system 
is  under  even  more  strain.  We  are  operating  under  the  tender  guid- 
ance of  a  Federal  District  Court  judge,  adding  2,000  prison  cells, 
closing  an  old  prison  and  adding  other  services.  Our  situation  is 
not  terribly  different  from  the  District. 

We  have  had  some  degree  of  success  in  transferring  financial 
burdens  under  MHMR,  Medicaid,  children  and  youth  programs  to 
the  Commonwealth  and  to  the  Federal  Government.  But  most  of 
all,  I  think  that  the  biggest  risk  to  the  Philadelphia  budget  is  now 
and  remains  those  four  areas. 

Mayor  Rendell  has  been  successful  in  achieving  management 
economies,  some  through  privatization,  and  has  saved  approxi- 
mately $110  million  through  concessionary  labor  contracts;  PICA 
has  provided  some  financial  cushion  to  give  them  time  to  turn 
around.  But  there  is  no  guarantee  that  5  years  from  now  Philadel- 
phia will  not  also  face  a  serious  problem  if  we  don't  turn  around 
some  of  those  basic  areas. 

Mr.  BOBB.  Our  situation  is  very  similar  to  the  District,  perhaps 
with  the  exception  that  we  do  receive  some  State  reimbursement 
for  jails,  for  courts,  for  Medicaid  and  Medicare,  and  for  AFDC. 

But  we  also  are  a  city/county.  We  do  not  operate  within  a  county 
structure  in  Virginia.  We  face  the  problem  of  declining  popu- 
lation— more  of  our  communities  are  becoming  poorer  and  the  mid- 
dle-class is  moving  to  the  suburban  communities.  But  we  have  a 
strategic  plan  in  place  known  as  the  Richmond  2,000  project.  We 
are  having  discussions  now  wherein  we  are  coming  up  with  the 
repopulation  strategy,  which  will  focus  primarily  on  middle-income 
residents,  retain  those  middle-income  residents  within  our  city.  We 
find  that  most  of  our  middle-income  residents  move  out  because  of 
the  perception  of  public  schools.  We  have  gone  back  to  the  neigh- 
borhood school  concept.  We  think  that  is  going  to  help  slow  down 
that  movement. 

Regarding  economic  development,  I  can't  stress  the  importance  of 
the  public/private  partnerships  because  the  public  sector  and  the 
private  sector  to  cause  new  economic  development  opportunities  to 
come  into  being.  We  have  new  a  biomedical  research  park  that  we 
are  presently  working  on  that  will  bring  jobs — 3  million  square  feet 
and  3,000  jobs.  The  development  of  our  riverfront  that  the  chair- 
man mentioned  earlier,  we  just  completed  that  development  agree- 
ment on  that  project  and  that  will  create  up  to  6,000  jobs  over  the 
next  10  to  15  years. 

We  are  taking  some  risks  with  our  housing  authority.  As  Con- 
gressman Bliley  indicated,  we  are  using  our  housing  authority  not 
only  as  an  entity  that  is  responsible  for  public  housing,  but  also  as 
a  redevelopment  agency.  We  are  taking  risks,  we  are  talking  equity 
investment  with  the  private  sector.  For  example  with  Crestar 
Bank — they  are  a  home  mortgage  company — and  we  are  buying 
part  of  the  facility  to  retain  500-plus  jobs  within  the  city.  The  bank 
is  putting  up  $10.3  million;  we  and  the  housing  authority  are  put- 
ting up  $4  million  equity.  We  are  buying  30  percent  or  more  of  the 
project. 

We  are  doing  those  things  in  addition  to  implementing  our  over- 
all strategic  plans  to  address  low-income  housing  in  our  commu- 
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nity,  coupled  with  economic  development,  job  creation  and  fixing 
the  perception  of  our  public  schools  and  crime. 

Ms.  Norton.  It  blows  my  mind  to  hear  a  public  housing  author- 
ity used  in  that  way.  Many  of  them  in  the  country  are  so  troubled. 
Ours  is  hardly  doing  anything  for  itself,  much  less  for  its  city.  That 
is  a  program  we  would  like  to  hear  a  lot  more  about. 

The  analog  to  whatever  State  assistance  you  get,  for  us  would  be 
the  Federal  payment,  of  course.  In  addition  to  whatever  subsidy 
comes  from  the  State  for  these  specific  programs  like  Medicaid,  do 
you  get  direct  State  assistance  in  the  form  of  a  lump  sum,  a  kind 
of  revenue  assistance  that  comes  every  year,  with  no  strings  at- 
tached? 

Mr.  BoBB.  We  receive  no  payments  without  strings  attached.  For 
example,  in  our  human  service  area,  those  funds  are  channeled 
through  the  State  and  then  on  to  us.  This  applies  to  the  criminal 
justice  funds,  our  funds  for  AFDC,  or  even  those  in  the  public 
health  area.  Sometimes  those  funds  are  cut  off. 

For  example,  for  our  foster  care  program,  we  fund  a  portion  of 
it  and  the  State  funds  a  huge  percentage  of  it.  But  at  some  point 
2  years  ago,  the  State  cut  off  its  appropriation  to  us,  and  we,  in 
the  middle  of  our  fiscal  year,  because  of  an  increased  number  of 
kids  coming  into  foster  care,  adjusted  our  budget  by  adding 
$700,000  for  that  one  program.  We  weren't  able  to  go  to  the  State 
and  request  additional  State  dollars.  The  State  received  funds  from 
the  feds,  and  then  through  the  State  channeling  it,  it  comes  to  us. 

Mr.  Henry.  We  do  not  have  an  analog  to  that.  Everything  is  pro- 
grammatic in  Philadelphia.  There  is  no  general  revenue  sharing  or 
anything  like  that. 

Ms.  Norton.  The  current  Federal  payment  formula  is  24  percent 
of  District-raised  revenues.  What  percentage  of  your  budget  comes 
from  the  State? 

Mr.  BoBB.  In  the  case  of  the  city  of  Richmond,  it  is  12  or  13  per- 
cent. It  has  been  declining  over  the  years. 

Mr.  Henry.  I  do  not  have  that  figure  at  my  fingertips.  I  know 
if  you  take  everything — water,  sewer,  general  government  oper- 
ations, exclusive  of  the  schools — it  is  a  quarter  of  all  the  money 
they  spend,  a  little  over  $1  billion.  The  school  district  has  a  budget 
of  about  a  billion,  and  they  get  roughly  53  cents  on  the  dollar  from 
the  Commonwealth  of  Pennsylvania  under  a  formula. 

Ms.  Norton.  If  you  would  have  more  information,  that  would  be 
useful. 

Mr.  Henry.  I  would  be  happy  to.  I  will  talk  to  Ms.  Quinn  and 
provide  whatever  information  you  would  like  to  have. 

Ms.  Norton.  Thank  you. 

[The  information  follows:] 
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Direct  State  Aid  to  Philadelphia 

FY93 

In  Millions 

State  + 

Fund 

State  Revenue      1 

Federal-State  Revenue        1 

Federal-State 

Fotal  Revenues       1 

Percent  of  total 

General  Fund 

248.3 

4.7 

253.0 

2325.9 

10.88% 

County  Liquid  Fuels  Tax  Fund 

4.0 

0.0 

4.0 

4.1 

97.40% 

Special  Gasoline  Tax  Fund 

16.1 

0.0 

16.1 

16.5 

97.60% 

Grants  Revenue  Fund 

35.5 

117.8 

153.4 

234.5 

65.41% 

Water  Fund 

5.1 

0.0 

5.1 

359.3 

1.41% 

Convention  and  Civic  Center  Fund 

0.3 

0.0 

0.3 

10.1 

2.62% 

Aviation  Fund 

0.3 

0.0 

0.3 

114.9 

0.23% 

Total 

309.4 

122.6 

432.0 

3085.2 

14.09% 

Source:  Supplemental  Report  of  Revenues  and  Obligations,  except 
Grants  Revenue  Fund  estimated  based  on  FY94  current  estimate  ratio  in 
Mayor's  Operating  Budget  in  Brief. 

Note:  Does  not  include  state  aid  related  to:  ID  activities  not  included  within 
the  reporting  entity;  |2|  Community  College  of  Philadelphia;  and  131  several 
City  funds,  including  Gas  Works,  Industrial  and  Commercial  Development, 
Penn's  Landing  Corporation,  Housing  Development  Corporation, 
Redevelopment  Authority,  and  Parking  Authority. 
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Ms.  Norton  [presiding].  I  would  like  to  see  how  you  handled 
Medicaid.  The  fibres  that  the  District  sees  have  got  to  be  rep- 
resentative of  cities  across  the  country.  Do  you  look  at  what  you 
paid  out  in  Medicaid  in  the  prior  quarter  or  the  prior  year  and  fore- 
cast at  that  amount  or  above;  or  would  vou  under  the  present  cir- 
cumstance use  a  methodology  which  allowed  you  to  forecast  less 
than  you  paid  in  the  prior  quarter  or  the  prior  year? 

Mr.  BoBB.  I  would  like  to  get  you  a  response  to  that  question. 
It  comes  up  as  a  major  point  of  discussion  in  our  budget  every  year, 
but  I  do  not  know  the  specific  answer  to  the  question  as  you  pose 
it. 

Ms.  Norton.  I  ask  this  question  because  the  notion  of  cities 
fudging  figures  as  they  put  their  budget  together,  I  am  sure  is  rou- 
tine. Particularly  today,  cities  see  declining  income,  and  yet  they 
have  to  balance  their  budget  as  a  matter  of  law. 

Certainly,  as  somebody  who  has  served  in  city  government  in 
New  York,  there  was  always  that  tension  that  the  budget  did  not 
quite  mean  what  it  said.  What  I  am  trying  to  find  out  is  whether 
the  District  is  way  out  of  line  with  how  cities  like  yours  would  do 
that,  or  whether,  in  fact,  everybody  does  it  and  you  find  some  way 
to  keep  yourself  from  overspending  some  other  way  to  keep  your- 
self from  overspending. 

Mr.  BoBB.  Again,  we  have  very  strong  financial  controls  in  place, 
and  sowe  try  to  keep  from  overspending. 

Ms.  Norton.  No,  no,  I  am  asking  another  question.  I  know  you 
do  not  overspend,  because  you  indicated  that  certain  controls  kick 
in.  But  what  the  GAO  report  said  of  the  District  is  that  when  it 
makes  up  its  budget  and  forecasts  what  the  expenditures  will  be, 
it  uses — I  use  Medicaid  as  an  example — it  uses  a  figure,  says  the 
GAO,  that  is  fundamentally  unrealistic.  They  imply  it  could  not 
possibly  be  that  figure,  given  what  the  data  before  them  is.  What 
I  am  trying  to  figure  out  is  whether  or  not  that  is  what  cities  sim- 
ply do;  and  if  it  is,  then  how  do  they  catch  themselves  when  the 
figure  goes  up  the  way  it  went  up  the  prior  quarter  or  the  prior 
year? 

Mr.  BoBB.  That  is  a  very  good  question.  What  we  have  done  is 
we  have  two  forms  of  protection  for  ourselves.  Our  economists  track 
all  of  our  major  revenue  sources  in  the  community,  so  we  track 
those  on  a  monthly  basis.  We  track  major  areas  of  expenditures  on 
a  monthly  basis,  for  example,  police  and  fire  overtime;  we  want  to 
control  those  because  those  are  big  expenditures  within  our  budget. 

We  forecast  our  budget  internally,  then  we  take  our  internal 
forecast  and  we  hand  it  to  our  Council  of  Economic  Advisers,  to- 
tally independent  from  us.  Those  individuals  are  economists  from 
the  university  and  they  are  chief  economists  from  major  private  in- 
stitutions within  the  community.  They  take  our  forecasts  and  put 
them  through  a  very  rigorous  test  to  place  an  additional  reality 
check  on  what  we  forecast. 

Then  we  have  another  independent  group  which  works  under  the 
auspices  of  our  economic  advisers.  They  are  looking  at  our  revenue 
forecasts  from  a  different  perspective  in  terms  of  our  tax  rate  im- 
pacts on  business,  et  cetera.  So  what  we  do  internally  is  come  up 
with  our  forecast  and  then  hand  it  to  an  independent  group  and 
ask  them  to  check  the  reality  of  what  we  have  come  up  with. 
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Ms.  Norton.  If  they  check  the  reality  and  say,  no,  it  should  be 
X  rather  than  Y,  do  you  then  use  their  forecast? 

Mr.  BoBB.  No,  we  will  sit  at  the  table  and  argue  and  debate.  We 
think  that  is  important.  For  our  city  council,  it  is  important  be- 
cause we  do  not  want  to  represent  a  rosy  picture  of  what  revenues 
are  going  to  be  if  we  have  these  independent  economists  who  are 
looking  at  our  city  economy,  our  regional  economy,  and  our  State 
economy.  We  have  found  that  to  be  probably  the  most  useful  tool 
that  we  have  been  able  to  come  up  with  as  an  internal  check. 

Mr.  Henry.  We  are  the  review  agency,  so  we  do  not  develop  the 
numbers,  but  one  of  the  big  psychological  hurdles  to  get  over  when 
you  are  in  distress  is  not  to  let  your  budget  be  expenditure-driven. 

What  historically  happened  in  Philadelphia  was  that  they  fig- 
ured out  what  they  wanted  to  spend,  then  they  would  conjure  up 
revenue  figures  to  match  that.  Since  PICA  has  been  around, 
through  the  three  plans  we  have  reviewed,  we  have  reasoned  with 
the  city  to  squeeze  out  in  excess  of  $600  million  of  projected  reve- 
nues. Not  in  1  year,  but  over  the  collective  lives  of  the  plan.  That 
has  a  big  impact  on  appropriation  power,  which  is  what  finance  di- 
rectors live  and  die  on.  Our  view  has  always  been  you  have  to  drive 
the  revenue  figure  first  and  then  attack  the  expenditures.  Then  you 
can  probably  deal  with  them  in  parity. 

Those  things  which  allegedly  are  entitlements,  and  thereby  grow 
out  of  certain  assumptions  in  the  community,  you  have  to  look  at 
to  whether  they  are  being  applied  consistently.  We  found  in  Phila- 
delphia budgeting  that  assumptions  being  used  for  revenue  genera- 
tion were  not  the  same  as  those  being  used  for  expenditure  genera- 
tion. Thus,  one  case  assumed  X  and  the  other  case  assumed  0.7  X. 
So  we  tried  to  get  them  to  apply  it  consistently,  which  does  not  al- 
ways work  the  way  government  would  like  it  to  turn  out. 

So  I  would  submit  to  begin  with  the  way  you  avoid  having  those 
numbers  inflated  is  to  be  scrupulous  about  the  revenues  to  begin 
with. 

Mr.  BoBB.  I  might  add  one  other  commentary.  At  the  beginning 
of  our  budget  cycle,  as  Mr.  Henry  has  indicated,  the  revenue  drives 
the  revenue  process.  Once  we  have  locked  in  on  a  revenue  projec- 
tion, we  then  give  each  of  the  city  agencies  a  ceiling  budget;  they 
can  only  submit  their  budget  within  a  certain  ceiling  which  is  in 
line  with  our  revenue  projection.  So  an  agency  may  submit  a  budg- 
et to  us  that  is  less  than  the  current  year's  budget  but  within  our 
revenue  projection.  Then  they  have  to  tell  us  and  argue  for  an  addi- 
tional appropriation.  That  becomes  the  driving  factor. 

An  agency  never  submits  a  budget  to  my  office  without  some 
very  specific  guidelines  as  to  the  limitation.  So  that  forces  the 
agency  to  directly  deal  with  tough  decisions  within  the  restriction 
on  revenue. 

Ms.  Norton.  Have  there  been  tax  increases  for  either  of  your  ju- 
risdictions within  the  last  4  years  of  any  kind?  If  so,  what? 

Mr.  BoBB.  We  have  done  both.  We  have  increased  taxes,  for  ex- 
ample, on  machinery  and  tools  within  our  community.  We  have 
come  up  with  new  user  fees.  For  example,  we  never  charged  for 
refuse  collection.  What  we  have  done  is  now  we  have  a  refuse  col- 
lection fee.  Some  call  it  a  tax,  we  call  it  a  fee,  and  we  allow  our 
refuse  collection  agency  to  bid  against  the  private  sector  so  we 
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know  that  we  are  charging  our  citizens  less  than  what  they  would 
get  in  the  private  marketplace. 

Ms.  Norton.  You  can  charge  the  tax  exempt  entities  for  that 
refuse  collection  as  well. 

Mr.  BoBB.  Yes,  they  were  not  paying  for  it.  It  was  part  of  prop- 
erty taxes,  so  the  nonprofit  agencies  were  not  paying  for  it.  But 
when  we  went  to  a  user  fee,  we  placed  it  on  the  water  bill  on  the 
basis  everyone  pays  for  water  and,  therefore,  they  are  automati- 
cally paying  for  it. 

We  have  also  reduced  some  business  license  fees  for  professional 
services  and  we  have  reduced  our  property  taxes.  We  still  have  a 
higher  property  tax  rate  in  Virginia  as  compared  to  other  Virginia 
cities,  but  we  have  reduced  it. 

Mr.  Henry.  In  Philadelphia,  the  General  Assembly  of  Pennsylva- 
nia in  1991  authorized  the  imposition  of  a  1-percent  local  sales  tax 
piggybacked  on  the  State  6  percent  tax  imposed  in  Philadelphia. 
There  have  been  no  increases  in  wage,  business,  real  estate  trans- 
fer, or  real  estate  taxes.  There  have  been  some  upward  adjust- 
ments in  some  permits  and  fees. 

There  has  been  an  aggressive  effort  to  collect  fines  and  the  like, 
parking  tickets.  You  had  a  much  better  chance  of  being  hit  by 
lightning  than  actually  having  to  pay  a  traffic  ticket  in  Philadel- 
phia. That  is  increasing  materially  some  of  the  revenue  for  the  city. 

Ms.  Norton.  Now,  Philadelphia  also  has  a  reciprocal  commuter 
tax. 

Mr.  Henry.  That  is  correct. 

Ms.  Norton.  How  much  does  that  contribute  to  your  revenue 
base  every  year? 

Mr.  Henry.  The  tax  is  roughly  4V8  percent  on  nonresident 
wages. 

Ms.  Norton.  That  4V8  percent,  I  should  indicate,  makes  so  far 
as  I  can  tell  Philadelphia  either  the  highest  or  one  of  the  very  high- 
est commuter  taxes  in  the  country. 

Mr.  Henry.  Indeed  it  does.  In  a  recent  survey  taken  of  a  com- 
bination of  State  and  local  taxes,  Pittsburgh  and  Philadelphia  were 
1-2  on  what  the  burden  would  be  on  businesses  and  individuals, 
although  the  Commonwealth  has  rolled  back  some  of  its  corporate 
taxes  recently.  The  entire  wage  tax,  including  PICA,  is  worth  about 
$1.1  billion  a  year.  The  nonresident  wage  tax  is  worth  about  30 
percent  of  that. 

Ms.  Norton.  So  that  is 

Mr.  Henry.  Three  hundred  some  million  dollars. 

Ms.  Norton.  Three  hundred  some  million  dollars  in  a  commuter 
tax  out  of  a  budget  of? 

Mr.  Henry.  The  budget  is  roughly  $2.4  billion. 

Ms.  Norton.  Out  of  a  budget  of  $2.4  billion,  you  had  $300  mil- 
lion. 

Mr.  Henry.  Out  of  that. 

Ms.  Norton.  And  you  have  virtually  the  highest  commuter  tax 
in  the  country, 

Mr.  Henry.  The  resident  wage  tax  rate  is  4.96  percent,  so  there 
is  a  bifurcated  level.  We  generate  about  $350  million  from  real 
property  tax.  Sales  tax  is  worth  about  $90  million.  Business  taxes, 
taken  as  a  whole,  are  worth  around  $250  million  to  $280  million, 
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and  then  there  are  amusement  taxes  and  transfer  payments  and 
other  things  for  the  remainder. 

Ms.  Norton.  I  suppose  Philadelphia,  I  am  not  sure  about  Vir- 
ginia, has  had  to  reduce  its  work  force  during  this  troubled  period. 
If  so,  was  it  all  done  with  layoffs?  Were  there  other  methods  used? 

Mr.  Henry.  It  was  done  by  a  variety  of  things.  At  one  time  there 
was  an  early  retirement  ordinance  which  was  crafted  with  the  as- 
sistance of  the  unions,  which  said  that  if  you  wanted  to  lay  off  any- 
body you  had  to  offer  early  retirement  to  everybody  in  that  bar- 
gaining unit.  That  was  removed  as  part  of  the  last  contract.  So  it 
has  been  a  combination  of  attrition  and  layoffs  in  particular  areas. 
That  has  limited  the  cross-bureaucracy  bumping  rights,  which  has 
made  a  big  difference.  If  you  are  laying  off  people  at  the  library, 
it  is  only  people  within  that  particular  bargaining  unit  who  can 
bump  around. 

Mostly,  it  has  been  a  matter  of  just  holding  the  line  and  letting 
attrition  take  over.  There  have  been  some  privatizations.  The  nurs- 
ing home  was  privatized  through  a  nursing  administration  con- 
tract, which,  if  I  recall,  resulted  in  about  225  positions  being  re- 
duced. 

They  have  also  privatized  custodial  services  in  city  hall  and  the 
art  museum  and  closed  a  couple  of  trash  transfer  stations  and  the 
like.  Almost  without  exception,  though,  those  people  were  absorbed 
into  existing  vacancies  which  were  held  in  anticipation  of  those  pri- 
vatization initiatives.  The  vast  majority  has  been  through  attrition 
and  they  are  down  now — I  do  not  have  a  number  right  at  hand,  but 
probably  about  3,000  since  June  30,  1991. 

Ms.  Norton.  How  many  employees  in  Philadelphia? 

Mr.  Henry.  Counting  all  funds,  disregarding  the  school  district, 
about  28,000.  General  fund  employees  are  around  23,000.  Of  those, 
about  6,000  are  policemen  and  about  2,100  are  firefighters. 

Ms.  Norton.  I  noted  Philadelphia's  budget,  total  budget,  you  say 
is  $2.8  bilhon. 

Mr.  Henry.  In  the  general  fund  budget,  it  is  approximately  $2.4 
billion. 

Ms.  Norton.  Somebody,  somehow,  some  day  is  going  to  have  to 
go  through  the  D.C.  budget  and  the  budget  of  a  much  larger  city 
like  Philadelphia,  and  explain  why  the  District  budget  is  so  much 
larger.  We  only  have,  maybe,  by  now,  with  the  loss  of  people, 
570,000  people.  How  many  people  do  you  have? 

Mr.  Henry.  One  million,  five  hundred  eighty-five  thousand,  give 
or  take  a  few.  The  school  district,  however,  also  has  an  independ- 
ent freestanding  $1  billion  budget  and  that  makes  a  big  difference. 
That  is  why  when  I  said  the  number 

Ms.  Norton.  Our  school  budget  would  be  included  in  our  budget. 

Mr.  Henry.  That  is  correct,  and  we  do  not  have  a  hospital.  That 
was  taken  down  some  years  ago. 

Ms.  Norton.  Nevertheless,  the  difference  in  the  population  of 
the  two  cities  is  extraordinary,  and  it  is  one  of  the  great  mysteries. 
It  is  one  of  the  reasons  why  when  I  have  District  employee  num- 
bers recited  to  me,  I  am  unable  to  explain  it.  I  think  that  probably 
the  necessary  analysis  has  never  been  done,  and  probably  has 
something  to  do  with  the  way  in  which  the  government  was  turned 
over  to  the  District.  I  think  people  just  kept  building  on  what  was 
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there.  It  is  one  of  the  reasons  I  think  the  District  government  prob- 
ably needs  to  be  reinvented  for  Home  Rule. 

In  pre-Home  Rule  government,  the  Federal  Gk)vernment  could 
write  a  check  on  the  Federal  treasury  and  do  whatever  it  wanted 
to  do  with  the  District.  I  do  not  think  you  can  take  that  govern- 
ment and  build  on  it  and  still  stay  afloat,  or  at  least  that  would 
seem  to  be  the  case. 

It  looks  as  though  the  District  government  grew  in  a  different 
way  from  the  way  in  which  most  city  governments  grow.  It  prob- 
ably has  a  lot  to  do  with  the  fact  that  the  city  government  was  a 
creature  of  the  Congress  that  did  not  have  the  same  strictures. 

I  have  one  more  question  and,  that  is,  Mr.  Henry,  in  one  way  or 
the  other  you  have  sounded  a  note  that  would  resonate  with  most 
District  residents,  and  probably  the  residents  of  most  large  cities. 
You  indicated,  to  characterize  one  of  your  statements,  that  the 
Philadelphia  government  was  good  at  keeping  things  from  happen- 
ing. It  sounded  like  you  were  describing  Philadelphia  in  the  way 
many  large  bureaucracies  of  various  governments  today  are  re- 
garded. 

I  wonder  if  both  of  you  have  found  that  there  were  complaints 
about  simply  maintaining  a  quality  of  city  services  while  you  were 
undergoing  pressures  to  economize  in  government,  and,  if  so,  how 
did  you  deal  with  the  competing  considerations;  equality  on  the  one 
hand  and  economies  on  the  other? 

Mr.  Henry.  PICA  was  invented  as  the  entity  to  take  the  blame 
for  hard  things  that  the  mayor  and  city  council  and  other  parts  of 
the  government  had  to  do.  Surprisingly  enough,  we  did  not  get  a 
great  deal  of  blame.  I  think  that  any  objective  review  of  what  has 
happened  would  indicate  that  perhaps  services  have  stopped  get- 
ting worse;  that  they  have  not  really  started  to  get  better  yet. 

As  we  have  said  in  several  of  our  reports,  we  think  we  have  per- 
haps moderated  the  reason  for  people  to  leave,  but  we  have  not  yet 
provided  an  adequate  reason  for  people  to  return,  which  is  why  Mr. 
Bobb's  comment  on  what  they  are  doing  in  Richmond  is  particu- 
larly apposite. 

People  want  to  believe  that  they  will  get  services,  they  will  have 
safe  playgrounds,  they  will  have  libraries  open  when  they  need 
them,  that  their  trash  will  be  picked  up,  that  the  police  will  come 
when  they  are  called,  and  if  their  house  begins  to  bum  that  some- 
one will  come  and  put  it  out,  and  at  the  end  of  the  day,  that  they 
will  have  a  safe  and  secure  system  in  which  to  educate  their  chil- 
dren. When  those  services  are  not  there,  those  that  are  able  to 
leave  do  so;  those  that  are  not  able  to  do  so  end  up  perhaps  tolerat- 
ing it,  perhaps  complaining  about  the  system. 

I  am  not  convinced  yet  tnat  Philadelphia  as  a  city  has  yet  turned 
that  around.  There  is  still  a  very  deep  dissatisfaction  with  the  basic 
package  of  city  services. 

Mr.  BOBB.  It  is  tough  to  change  the  culture  of  an  organization, 
but  you  have  to  constantly  work  at  it.  In  our  case,  what  we  try  to 
do  is  instill  in  our  employees  that  it  is  important  to  provide  quality 
service  and  that  the  citizens  are  the  most  important  individuals  out 
there  to  be  served.  We  have  constant  ongoing  training  programs  to 
try  to  mesh  the  quality  of  services  with  the  deliverer  of  those  serv- 
ices, in  this  case  the  city  employees,  but  it  is  difficult.  It  is  some- 
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thing  that  really  does  have  to  be  worked  on  every  day.  It  is  very 
difficult. 

Ms.  Norton.  Well,  I  want  to  thank  all  four  of  you  for  coming  and 
for  preparing  this  testimony.  As  you  all  must  realize,  we  have 
found  it  very  useful.  I  know,  whether  you  are  running  the  Board 
of  Trade  or  two  large  cities,  to  be  given  one  more  thing  to  do  is  not 
easy.  I  want  to  convey  my  thanks  and  that  of  the  chairman  for 
your  coming. 

Mr.  Henry.  Thank  you. 

Mr.  BoBB.  Thank  you,  ma'am. 

Ms.  Norton.  The  next  panel  is  Claudia  Schlosberg  of  Bazelon 
Center;  Jonathan  Smith,  D.C.  Prisoners  Legal  Services  Project;  Ju- 
dith Meltzer,  Center  for  Study  of  Social  Policy. 

You  may  proceed  in  whatever  order  you  desire. 

STATEMENTS  OF  CLAUDIA  SCHLOSBERG,  STAFF  ATTORNEY, 
BAZELON  CENTER  MONITOR,  DEXON,  [MENTAL  HEALTH 
CARE  LITIGATION];  JONATHAN  M.  SMITH,  ESQUIRE,  D.C. 
PRISONERS  LEGAL  SERMCES  PROJECT,  INC.,  PLAINTIFF'S 
ATTORNEY  IN  D.C.  JAIL  HEALTH  CARE  LITIGATION;  JUT>ITH 
MELTZER,  SENIOR  ASSOCIATE,  CENTER  FOR  STUDY  OF  SO- 
CIAL POLICY,  MONITOR,  LASHAWN,  [FOSTER  CHILDREN 
LITIGATION] 

Ms.  Schlosberg.  Thank  you,  Delegate  Norton. 

My  name  is  Claudia  Schlosberg  and  I  am  an  attorney  with  the 
Bazelon  Center  for  Mental  Health  Law.  Since  1990,  I  have  served 
as  the  coordinator  of  the  Dixon  Implementation  Monitoring  Com- 
mittee, which  is  charged  under  a  Federal  Court  order  with  mon- 
itoring the  city's  compliance  with  the  Federal  Court  orders  in  Dixon 
V.  Kelly,  a  class  action  lawsuit  requiring  the  city  to  develop  and 
maintain  appropriate  community-based  services  for  people  with  se- 
rious mental  illness  so  that  those  individuals  will  realize  their 
right  to  treatment  in  the  least  restrictive  setting. 

I  would  also  like  to  add  as  a  footnote  that  I  am  a  15-year  resi- 
dent of  the  District  of  Columbia.  I  have  two  children  that  were 
born  here  and  both  attend  D.C.  public  schools.  I  have  found  this 
hearing  very  instructive  and  enlightening. 

The  committee  knows  the  record  of  compliance  with  court  orders 
in  the  District  has  proved  elusive.  Dixon  is  no  exception.  For  20 
years,  despite  traditional  oversight  and  expert  technical  assistance, 
the  District  of  Columbia  has  largely  failed  to  fulfill  its  obligations 
undertaken  as  a  result  of  negotiated  agreements  with  the  plain- 
tiffs, in  this  case  agreements  directed  at  the  development  of  com- 
munity-based services. 

The  latest  consent  decree,  which  was  approved  by  the  court  in 
January  1992,  was  the  result  of  over  8  months  of  negotiation  and 
discussion.  The  failure  of  the  District  government  to  implement  the 
mandate  of  the  Dixon  decree  has  meant  citizens  of  the  District  who 
have  serious  mental  illness  are  hospitalized  at  St.  Elizabeths  Hos- 
pital much  longer  than  necessary,  often  for  prolonged  periods  of 
time,  much  longer  than  dictated  by  their  clinical  needs.  Others  who 
are  discharged  to  the  community  fail  to  receive  the  services  that 
they  need,  decompensate,  and  are  rehospitalized  in  an  endless  cycle 
of  discharge,  admission,  discharge,  admission.  It  is  the  revolving 
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door.  Still  others  fall  through  the  cracks  and  become  homeless  and 
receive  no  services  at  all. 

There  are  enormous  costs  to  these  outcomes,  both  human  and  fi- 
nancial. We  see  the  human  costs  on  our  streets,  in  our  shelters, 
and  on  the  back  wards  of  St.  Elizabeths.  We  see  lives  wasted,  op- 
portunities to  live  productive  lives  lost,  and  in  some  cases  we  see 
loss  of  life. 

In  terms  of  dollars,  the  District  continues  to  outspend  all  other 
jurisdictions  per  capita  spending  in  mental  health.  In  1992,  we 
spent  5V2  times  the  per  capita  average  on  mental  health  services. 
The  reasons  for  this  gross  disparity  in  spending  are  clear.  We  con- 
tinue to  rely  heavily  on  St.  Elizabeths  Hospital. 

In  addition,  we  have  inadequate  community  services,  and  there 
is  a  gross  misallocation  of  funds  between  the  hospital  and  the  com- 
munity. Seventy-one  percent  of  the  Commission  on  Mental  Health's 
resources  are  spent  on  the  17  percent  of  patients  at  St.  Elizabeths 
Hospital  and  on  administrative  costs.  Today,  the  census  at  St.  Eliz- 
abeths Hospital  has  reached  an  all-time  historic  low  of  818  pa- 
tients, yet  we  are  spending  71  percent  of  the  District's  budget  on 
these  individuals. 

In  contrast,  community  services  are  consistently  underfunded, 
often  seriously  undercutting  their  effectiveness,  and  start-up  costs 
for  new  programs  are  often  unavailable  or  inaccessible,  thus  mak- 
ing compliance  with  Dixon  problematic. 

In  contrast,  I  was  pleased  Mr.  Henry  was  here  from  Philadel- 
phia. I  am  an  admirer  of  Estell  T.  Richmond,  who  is  currently  the 
Administrator  of  Public  Health  in  Philadelphia.  Previously  her  title 
was  Commissioner  of  Mental  Health  and  Mental  Retardation  Serv- 
ices. 

In  Philadelphia,  in  1988,  the  Governor  announced  the  closure  of 
Philadelphia  State  Hospital,  a  500-bed,  long-term  care  State  psy- 
chiatric facility  serving  citizens  there  in  Philadelphia,  the  State, 
and  county  of  Philadelphia  who  had  serious  mental  illness.  That 
hospital  was  closed  in  18  months  and  in  its  stead,  under  the  lead- 
ership of  Ms.  Richmond,  the  city  of  Philadelphia  developed  an 
array  of  comprehensive  community  services  that  are  truly  impres- 
sive. The  difference  in  this  city's  experience  and  that  of  Philadel- 
phia, I  believe,  is  leadership  and  a  commitment  to  the  needs  of  the 
clients. 

I  would  also  note  that  the  budget  for  the  mental  health  services 
in  Philadelphia,  I  believe  in  1992,  was  approximately  $200  million. 
In  1991,  the  District's  budget  for  mental  health  services,  I  believe, 
was  $193  million.  For  that  amount  of  money  in  the  District,  we 
purchase  services  for  about  7,500  individuals.  The  Philadelphia 
system  serves  over  50,000. 

We  appreciate  Congress'  concern.  As  a  District  resident,  I,  too, 
am  dismayed  by  the  District's  track  record,  its  inefficiency.  We  are 
certainly  deeply  concerned  about  the  budget  crisis,  but  I  firmly  be- 
lieve that  no  amount  of  judicial  or  congressional  concern  or  coercion 
will  change  the  situation.  So  long  as  the  D.C.  officials  see  them- 
selves as  directed  by  external  forces,  then  I  believe  little  progress 
will  be  made  toward  compliance  with  the  Dixon  decree. 
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I  will  end  my  testimony.  I  have  submitted  lengthy  written  testi- 
mony addressing  many  of  the  questions  that  the  committee  had 
raised,  and  I  will  be  happy  to  answer  any  questions. 

Ms.  Norton.  Thank  you,  Ms.  Schlosberg. 

[The  prepared  statement  of  Claudia  Schlosberg  follows:! 
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TESTIMONY  OF  CLAUDIA  SCHLOSBERG 

BEFORE  THE 

COMMITTEE  ON  THE  DISTRICT  OF  COLUMBIA 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

July  14,  1994 

L  SUMMARY  OF  THE  DIXON  CASE  &  THE  DISTRICT'S  HISTORY  OF 

COMPLIANCE 

My  name  is  Claudia  Schlosberg.  I  am  a  staff  attorney  with  the  Judge  David  L.  Bazelon 
Center  for  Mental  Health  Law.'  Since  August,  1990,  I  have  served  as  the  Staff  Coordinator  of 
the  Dixon  Implementation  Monitoring  Committee  (hereinafter  the  "Dixon  Committee").^  The 
Dixon  Committee  was  established  in  1980  by  order  of  Federal  District  Judge  Aubrey  E.  Robinson, 
Jr.  to  monitor  the  District  of  Columbia's  compliance  with  the  court's  order  in  the  case  now  known 
as  Dixon  v.  Kelly.  C.A.  74-285.  Initially  decided  by  Judge  Robinson  in  December  1975,  the 
Dixon  case  upholds  the  right  of  individuals  who  are  subject  to  involuntary  commitment  under  the 


'      Formerly  known  as  the  Mental  Health  Law  Project,  the  Bazelon  Center  for  Mental  Health 
Law  is  based  in  Washington,  DC  and  is  a  non-profit,  public  interest  organization.  Founded  in 
1972  to  curb  abuse  and  neglect  in  state  mental  institutions,  the  Center's  pioneering  efforts  helped 
to  establish  civil  and  constitutional  rights  for  child  and  adults  with  mental  disabilities.  The  Center 
continues  to  work  for  the  protection  and  expansion  of  these  rights  and  for  the  reform  of  federal 
programs  serving  people  with  mental  disabilities. 

^      The  Committee's  members  include  Dr  Joseph  Bevilacqua,  Mental  Health  Commissioner 
for  the  State  of  South  Carolina,  Bob  Collins,  consumer;  Elizabeth  Jones,  Director  of  the  Maryland 
Disability  Law  Center;  Charles  Morgan,  an  attorney  with  the  Washington  Gas  Company;  Marlene 
Ross,  Geriatric  Screening  and  Outpatient  Services,  Detroit  Michigan;  Dorothy  J.  Sharpe, 
education  consultant,  and  Leonard  I.  Stein,  MD,  professor.  University  of  Wisconsin,  Medical 
School  -  Department  of  Psychiatry. 
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Ervin  Act^  to  receive  appropriate  care  and  treatment  in  the  least  restrictive  setting  consistent  with 
their  needs. 

As  a  result  of  Judge  Robinson's  ruling,  the  District  of  Columbia  entered  a  series  of 
Consent  Orders  directing  the  development  of  a  comprehensive  system  of  community-based 
treatment  and  support  designed  to  afford  the  8,000-10,000  class  members  with  the  opportunity  to 
lead  stable  and  meaning^l  lives  in  the  community.  Despite  20  years  of  judicial  oversight  and 
expert  technical  assistance,  the  District  of  Columbia  has  largely  failed  to  comply  with  the 
requirements  of  the  Dixon  case.  From  the  beginning,  the  District  of  Columbia  has  lacked  both  the 
will  and  ability  to  meet  its  obligations  and  to  develop  community  services.  Although  we  have 
seen  some  improvement  in  the  District's  compliance  record  in  recent  months  and  we  are  optimistic 
that  current  initiatives  will  improve  that  record,  our  optimism  is  tempered  by  past  experience. 
Obligations  voluntarily  undertaken  by  the  District  as  part  of  negotiated  agreements  and  reinforced 
by  Court  approval  have  been  systematically  violated  and  timetables  for  implementation  have  been 
virtually  ignored.  The  District's  response  to  the  most  recent  negotiated  settlement  is  illustrative  of 
the  city's  overall  response. 

The  1992  Consent  Order 

The  latest  Consent  Order  in  the  Dixon  case,  approved  by  Judge  Robinson  on  January  28, 
1992,  was  the  result  of  nearly  eight  months  of  negotiation.  It  obligates  the  District  of  Columbia 
to  implement  a  five-year.  Service  Development  Plan  (called  the  SDP)  to  remediate  long-standing 
gaps  in  the  delivery  of  community-based  mental  health  services.  Four  groups  ofDixon  class 


'      21  DC.  Code  Section  501,  et  seq,  P.L.  88-597    Hereinafter  "Ervin  Act." 

2 


182 


members  are  targeted  for  services:  (1)  adults  currently  residing  at  St.  Elizabeths;  (2)  older 
people  currently  residing  at  St.  Elizabeths;  (3)  adult  and  older  people  at  risk  of  readmission  to  St. 
Elizabeths  and  (4)  adults  and  older  people  who  are  homeless.  To  meet  these  class  members' 
needs,  the  District  of  Columbia  agreed  to  develop  substantial  new  service  capacity  in  the  areas  of 
treatment,  residential  services,^  rehabilitation  services  and  support.  The  District  also  agreed  to 
develop  new,  specialized  programs  to  meet  the  needs  of  class  members  who  are  homeless.  The 
Consent  Order  and  SDP  detailed  the  types  and  numbers  of  programs  targeted  for  development, 
outlined  a  sequential  planning  and  implementation  process,  established  a  timetable  for 
implementation  and  identified  steps  to  overcome  identified  implementation  barriers  that  had 
previously  impeded  the  development  of  appropriate  community-based  services.  To  assist  in 
implementation  of  the  plan,  the  District  was  also  required  to  hire  expertise  in  mental  health 
systems  development,  financing  and  housing  development. 

Implementation  of  the  Service  Development  Plan  was  deemed  a  critical  step  toward  filling 
service  gaps  that  have  effectively  deprived  Dixon  class  members  of  the  opportunity  to  realize  their 
right  to  community-based  care  and  treatment.  The  principal  impact  of  the  plan  is  to  shift  the  locus 
of  care  fi-om  costly  institutional  care  to  less  costly  community  care  settings.  Today,  the  average 
cost  to  District  taxpayers  of  in-patient  hospital  care  at  St.  Elizabeths  Hospital  is  $3 13  per  day.  In 
contrast,  community  care  costs  between  $8  and  $170  per  day,  and  a  substantial  portion  can  be 
reimbursed  under  the  Medicaid  program. 


*      Over  the  five  year  life  of  the  plan,  the  District  is  required  to  establish  a  range  of  new 
housing  sites  to  serve  1,236  class  members 
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The  plan's  authors,  who  included  both  District  officials  and  plaintiffs'  representatives, 
anticipated  several  major  outcomes  if  the  SDP  were  implemented  successfully.  First,  the 
functional  abilities  and  clinical  status  of  class  members  would  improve.  Second,  the  net  cost  of 
care  to  the  District  would  be  reduced  through  increased  utilization  of  federal  financing  and  lower 
service  costs.  Third,  economic  opportunity  for  District  residents  would  be  created  through 
vocational  opportunities  for  class  members  and  job  opportunities  for  other  citizens  associated 
with  the  development  of  community  services.  Fourth,  while  we  would  not  eradicate 
homelessness,  there  would  be  a  decrease  in  homelessness  among  people  with  mental  illness.  Fifth, 
the  Dixon  case  would  end. 

Compliance  with  the  1992  Consent  Order  &  Service  Development  Plan 

Unfortunately,  during  the  two  and  one-half  years  that  have  elapsed  since  the 

implementation  plan  was  approved,  the  District's  progress  toward  achievement  of  these  outcomes 

and  compliance  with  the  Consent  Order  has  been  negligible.  In  November,  1992,  the  plaintiffs 

initiated  a  contempt  proceeding  noting: 

The  District  has  been  unable  or  unwilling  to  focus  on  SDP  priorities  throughout 
the  year,  it  either  never  attained  or  did  not  sustain  the  level  of  directed  activity 
necessary  to  meet  its  obligations.  Consequently  with  only  weeks  left  until  the 
close  of  the  first  implementation  year,  the  District  is  seriously  out  of  compliance 
with  the  majority  of  SDP  and  Consent  Order  requirements.' 


I      Dixon  V  Kelly.  C.A.  74-285,  Plaintiffs'  Motion  for  Contempt,  Imposition  of  Fines  and 
Appointment  of  a  Special  Master  at  15.  The  major  areas  of  non-compliance  included:  (1)  failure 
to  address  implementation  barriers,  such  as  the  District's  cumbersome  and  time-consuming 
contracts  and  procurement  process;  (2)  lack  of  interagency  coordination  and  commitment 
particularly  in  housing,  contracting  and  Medicaid  financing.  (3)  failure  to  strengthen  core  clinical 
capacity  and  to  conduct  in-depth  assessments  of  class  members'  needs  preliminary  to  program 
development;  and  (4)  failure  to  meet  placement  objectives  and  to  develop  mandated  new  service 
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In  his  ruling  on  plaintiffs'  motion.  Judge  Robinson  stopped  short  of  holding  the  District  in 
contempt.  Nevertheless,  he  found  substantial  non-compliance  and  appointed  Danna  Mauch, 
Ph.D.,  a  highly  respected  and  accomplished  mental  health  system  planner  and  administrator  with 
substantial  prior  involvement  in  the  case,*  as  Special  Master  to  oversee  the  District's  compliance 
efforts.  Rather  than  recommit  to  its  agreement,  the  District's  response  was  to  seek  amendments 
to  both  the  Ervin  Act  and  to  the  St.  Elizabeths  Hospital  and  D.C.  Mental  Health  Services  Act,  in 
an  ill-advised  attempt  to  undo  the  legal  underpinnings  of  the  Dixon  ruling.'    Although  the  Mayor 
was  ultimately  defeated  by  a  broad-based  coalition  of  consumers,  family  members,  providers, 
advocates  and  community  activists,  the  initiative  was  extremely  time-consuming  and  counter- 
productive. As  Dr.  Mauch  reported  in  her  April  1994  report  to  the  court,  the  effort  to  pass 
legislation  to  eliminate  class  members'  entitlement  to  community-based  care  and  treatment  was  "in 
conflict  with  the  intent  and  demands  of  the  Consent  Agreement,  sapped  time  and  energy  needed 
for  SDP  implementation,  and  undermined  the  work  of  staff  committed  to  Consent  Agreement 
objectives."* 


capacity  including,  but  not  limited  to.  Mobile  Community  Outreach  and  Treatment  Teams,  the 
primary  intervention  for  class  members  who  are  at  high  risk  of  readmission  to  inpatient  care  and 
specialized  programs  for  homeless  class  members. 

*      Dr.  Mauch  originally  served  as  plaintiffs'  expert  and  was  the  principal  author  of  the 
Service  Development  Plan.  After  approval  of  the  SDP  by  the  court,  Dr.  Mauch  served  as  a 
consultant  to  the  District  of  Columbia  regarding  implementation  issues.  Dr.  Mauch  was 
previously  Mental  Health  Commissioner  in  Rhode  Island. 

'      The  District  also  launched  a  public  relations  campaign  to  undermine  Dr.  Mauch's 
credentials  and  rally  public  sentiment  against  court-imposed  mandates. 

'      Office  of  the  Special  Master.  Dixon  v  Kelly.  Final  Report  to  the  Court:  Review  of  the 
Status  of  Implementation  of  the  1992  Dixon  Consent  Agreement,  dated  April  11,  1994.,  page  23. 
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Today,  the  District  struggles  to  make  up  for  its  past  mistakes,  detours  and  considerable 
lost  time.  Still,  most  major  implementation  barriers  such  as  contracting  and  procurement,' 
personnel,  provider  capacity  and  quality,  leadership  and  poor  use  of  expert  assistance  remain 
problematic.  Without  aggressive  action  to  tackle  these  problems,  efforts  to  implement  the  Dixon 
court  orders  will  continue  to  be  haphazard,  inefficient  and  ineffective. 

For  class  members,  the  impact  of  the  District's  poor  compliance  record  has  meant 

continued  inappropriate  hospitalizations  and  lack  of  access  to  needed  services.  As  a  result  of  its 

monitoring  activities  from  November  1992  through  April  1,  1994,  the  Dixon  Committee  made  the 

following  findings: 

(1)        The  District's  efTorts  to  assure  that  class  members  targeted  for  services  under 
the  1992  Consent  Order  receive  appropriate  services  based  on  their  individualized 
needs  and  preferences  have  been  inadequate. 

In  62%  of  cases  reviewed  in  one  study,  the  class  members'  placement  was  not  appropriate 
to  his  or  her  assessed  need.  In  another  study,  the  Dixon  Committee  concluded  that  12  elderly 
class  members  were  inappropriately  outplaced  from  St  Elizabeths  Hospital.  The  class  members 


'      The  District's  contracting  and  procurement  system  continues  to  be  a  major  obstacle  to  new 
program  development.  During  the  first  implementation  year,  there  were  significant  delays  in  the 
processing  of  contracts  for  new  service  expansions.  In  May  1993,  the  Depanment  of  Human 
Services  approved  a  pilot  program  delegating  limited  contracting  authority  to  the  Commission  on 
Mental  Health  Services.  However,  additional  staff  resources  were  not  assigned  to  CMHS  to 
perform  these  expanded  contracting  functions.  Because  staff  resources  did  not  keep  pace  with 
the  demand.  Commission  staff  were  forced  to  rely  on  short-term  and  emergency  contract 
measures  to  initiate  new  services  and  maintain  existing  ones.  In  some  instances,  these  short-term 
contracts  were  disruptive  to  Dixon  class  members.  Not  surprisingly,  providers  became  reticent  to 
establish  new  programs,  hire  staff  and  undertake  long-term  leases  and  other  commitments. 
Beyond  the  considerable  staffing  problems,  the  existing  contract  system  is  cumbersome,  limits 
program  flexibility  and  emphasizes  price  over  quality  standards.  Furthermore,  once  bid  and 
funded,  the  District  has  no  system  and  no  standards  to  monitor  contractor  performance. 
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had  been  moved  to  unlicensed  board  and  care  homes  in  Maryland  without  assignment  to  a  case 
manager  or  linkage  to  ongoing  mental  health  services.  As  of  March  1,  1994,  three  of  the  12  class 
members  had  died,  two  had  been  transferred  to  Maryland  nursing  facilities  and  one  had  walked 
away  from  his  board  and  care  facility  and  was  subsequently  admitted  to  a  psychiatric  hospital. 

(2)  Major  service  gaps  persist,  resulting  in  poor  client  outcomes. 

Instead  of  developing  the  new  treatment,  residential,  rehabilitative  and  support  programs 
required  by  the  SDP,  the  District  has  relied  heavily  on  existing  service  capacity.  For  example,  the 
District's  failure  to  develop  Mobile  Community  Outreach  and  Treatment  has  meant  that  class 
membersar  risk  continue  to  experience  high  rates  of  rehospitalization    In  1993,  17(34%)  of  50 
class  members  referred  to  contracted  mental  health  providers  and  placed  in  the  community  were 
rehospitalized  a  total  of  33  times  within  a  year  of  placement. 

(3)  Where  services  have  been  developed,  they  do  not  always  meet  SDP  standards 
or  client  needs. 

DIMC  monitoring  revealed  that  a  number  of  new  program  initiatives  blatantly  violated 
Dixon  program  and  staffmg  standards 

(4)  The  quality  of  services  and  housing  received  by  class  members  is  highly 
variable,  pointing  to  the  lack  of  uniform  program  defmitions  and  standards  that 
focus  on  client  outcomes. 

Although  the  Commission  is  undertaking  some  program  monitoring  and  has  a  number  of 
quality  assurance  staff,  the  focus  of  these  efforts  and  the  standards  used  are  unclear    There  are  no 
systematic  efforts  to  monitor  key  indicators  at  the  individual  client  level  in  order  to  recognize, 
investigate,  and  resolve  problems  or  build  on  and  replicate  successes.  In  addition,  the  Committee 
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documented  instances  where  the  Commission  failed  to  recognize  serious  program  deficiencies  and 
to  take  timely  or,  in  some  cases,  any  corrective  action 

On  June  20,  Judge  Robinson  issued  his  latest  ruling  in  the  case    This  order  adopts  a 
series  of  specific  recommendations  made  by  Dr  Mauch  designed  to  address  specific  areas  of 
continuing  non-compliance.  Judge  Robinson  also  extended  for  one  year,  the  appointment  of  the 
Dixon  Implementation  Monitoring  Committee  in  order  to  assure  compliance  monitoring  and 
quality  assessments  of  the  mental  health  system. 

To  avoid  further  sanctions,  including  the  imposition  of  fines  or  the  possible  appointment  of 
a  receiver,  it  is  imperative  that  the  District  seriously  commit  to  the  actions  needed  to  implement 
Dr.  Mauch's  recommendations.  No  amount  of  cajoling  and  coercion,  whether  through 
Congressional  or  court  oversight,  and  no  amount  of  expert  technical  assistance,  can  substitute  for 
the  District's  own  willingness  to  fulfill  its  legal  obligations. 

n.         THE  FEDERAL  INTEREST  IN  THE  DIXON  LITIGATION 

Historically,  the  federal  government  has  had  a  strong  interest  in  the  delivery  of  mental 
health  services  in  the  District  of  Columbia    In  1855,  Congress  established  St  Elizabeths  Hospital 
and  for  well  over  100  years,  the  federal  government  operated  the  hospital  and  provided  treatment 
to  District  residents  with  severe  and  persistent  mental  illness.  The  Ervin  Act,  which  provides  the 
legal  underpinnings  of  the  Dixon  case,  was  originally  enacted  by  Congress  in  1964,  and  today 
continues  to  provide  the  procedural  and  substantive  framework  for  all  voluntary  and  involuntary 
hospitalizations  of  District  residents  with  mental  illness. 
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In  1984,  Congress  enacted  PL.  98-621,  the  St.  Elizabeths  Hospital  and  District  of 

Columbia  Mental  Health  Services  Act,  giving  the  District  title  and  control  over  St.  Elizabeths 

Hospital.  The  transfer  legislation  states  that  it  is  Congress'  intent  that: 

the  District  of  Columbia  have  in  operation        an  integrated  coordinated  mental  health 
system  in  the  District  which  provides:  (A)  high  quality,  cost-effective,  and  community- 
based  programs  and  facilities,  (B)  a  continuum  of  inpatient  and  outpatient  mental  health 
care,  residential  treatment  and  support  services  through  an  appropriate  balance  of  public 
and  private  resources;  and  (C)  assurances  that  patient  rights  and  medical  needs  are 
protected. 

In  fulfilling  that  purpose,  Congress  and  the  District  saw  the  Dixon  approach  as  so  fundamental  to 

meeting  the  city's  obligations  to  its  mentally  ill  citizens  that  adherence  to  Dixon  mandates  was 

incorporated  into  the  legislation    Thus,  the  federal  transfer  legislation  states  Congress'  intent  that 

the  plan  for  the  District's  mental  health  care  system  "be  in  flill  compliance  with  the  Federal  court 

consent  decree  in  Dixon  v.  Heckler. " '" 

Although  title  to  the  east  campus  of  St  Elizabeths  Hospital  was  transferred  to  the  District 

in  1987,  the  transfer  of  the  west  campus  is  dependent  on  approval  of  a  master  plan,  submitted  by 

the  District  of  Columbia  to  the  Congress  on  September  30,  1994    Thus,  the  federal  interest  in  the 

Dixon  litigation  stems  from  the  federal  government's  unique  and  historic  role  in  the  delivery  of 

mental  health  services  to  District  residents. 


'"     Saint  Elizabeths  Hospital  and  District  of  Columbia  Mental  Health  Services  Act,  P.L.  98- 
621,  24  U.S.C.  Section  225(a)(4). 
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in.       COMPARISON  OF  DISTRICT'S  COMPLIANCE  HISTORY  TO  OTHER 
JURISDICTIONS 

Many  other  jurisdictions  are  under  court  order  to  downsize  institutions  and  provide 
appropriate  community  alternatives  for  people  with  mental  disabilities.  In  a  preliminary  analysis 
of  class  action  litigation  related  to  institutional  closure,  downsizing  or  improvement,  the 
Maryland  Disability  Law  Center  found  23  states  where  these  issues  have  been  or  are  being 
actively  litigated.  Few  cases  pre-date  Dixon.  Of  those  that  do,  we  are  aware  of  only  one,  Wvatt 
V.  Hanan  which  is  still  in  active  litigation    Other  cases  filed  after  Dixon,  such  as  Brewster  v 
Dukakis,  have  been  successftilly  concluded. 

We  are  also  aware  of  many  other  instances  where  jurisdictions  have  initiated  and 
proceeded  to  downsize  institutions  and  create  community  alternatives  without  the  impetus  of 
litigation  because:  (1)  community-based  programs  are  better  suited  to  the  needs  of  people  with 
mental  illness;  and  (2)  community  programs  are  cost  effective.  For  example,  Philadelphia  State 
Hospital,  housing  500  people  with  serious  and  persistent  mental  illness,  was  closed  over  an  18- 
month  period.  In  its  place,  Philadelphia  has  developed  an  impressive  array  of  services  and 
supports.  Unlike  the  District,  Philadelphia  aggressively  sought  federal  dollars  and  used  hospital 
dollars  to  fund  innovative,  flexible  community  programs  to  meet  individual  client  needs  and 
preferences. 

IV.       IMPACT  OF  RESOURCE  AVAILABILITY 

On  paper,  the  District  appears  to  have  sufficient  resources  to  provide  high  quality, 
community-based  mental  health  care  to  its  citizens.  In  1992,  the  District  of  Columbia  spent 
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$267.86  per  capita  for  mental  health  services  --  five  and  one-half  times  more  than  the  national 
average  of  $43  43.   Yet,  community  services  are  consistently  underfiinded,  often  seriously 
undercutting  their  effectiveness,  and  start-up  funds  are  not  readily  available  creating  significant 
barriers  to  development  of  mandated  new  program  capacity. 

The  problem  in  the  District  is  not  the  overall  budget  of  the  Commission  on  Mental  Health 
Services  but  its  allocation.  Approximately  seventy-one  cents  of  every  dollar  spent  on  mental 
health  services  in  the  District  funds  St.  Elizabeths  Hospital  and  the  administrative  expenses  of  the 
Commission    Yet  only  17%  of  the  Commission  on  Mental  Health  Services'  clients  receive 
services  in  the  hospital.  Today,  the  Commission  provides  care  to  over  6,300  people  in  the 
community,  whereas  the  adult  census  of  St.  Elizabeths'  Hospital  (excluding  forensic  patients)  is 
818,  an  historic  low    On  average,  each  patient  at  St.  Elizabeths  Hospital  costs  District  taxpayers 
$313  per  day;  acute  inpatient  psychiatric  care  costs  $450  per  day.  In  contrast,  intensive 
residential  treatment  in  the  community  costs  between  $50  and  $70  per  day  and  a  community 
crisis  bed  costs  $150-$  170  per  day. 

Clearly,  the  District  can  purchase  better  services  for  less.  However,  indiscriminate  budget 
cutting  cannot  be  tolerated.  Budget  cuts  that  impact  on  direct  services  will  end  up  costing  more, 
not  less.  Loss  of  direct  staffmg  in  the  hospital,  for  example,  will  jeopardize  Medicare/Medicaid 
certification.  This  would  mean  a  substantial  loss  of  federal  revenue,  $62  million  in  1994. 
Furthermore,  the  District  must  earmark  funds  to  cover  start-up  costs  of  new  community  program 
development  and  assure  the  continued  availability  of  those  funds 
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V.         LITIGATION  COSTS 

Obviously,  there  are  costs  associated  with  litigation.  However,  throughout  most  of  the 
history  of  this  case,  efforts  have  been  made  to  minimize  litigation  costs.  For  example,  in  lieu  of 
seeking  attorneys'  fees  at  prevailing  rates  for  monitoring  activities,  the  parties  consented  to  the 
establishment  of  the  Dixon  Implementation  Monitoring  Committee  which  has  operated  with  a 
fixed  budget  since  1980.  From  1992  until  the  present,  the  budget  for  the  Dixon  Implementation 
Monitoring  Committee  was  set  at  $130,000  per  year,  an  amount  that  does  not  fully  flmd  the 
Committee's  staffing  needs.  A  request  to  increase  the  Dixon  Committee's  budget  to  $196,000  has 
been  submitted  to  the  court  and  is  currently  being  negotiated  by  the  parties. 

Despite  over  two  decades  of  litigation,  the  only  time  that  plaintiffs'  counsel  sought  and 
received  attorneys'  fees  was  subsequent  to  prevailing  on  the  Plaintiffs  Motion  for  Contempt, 
Imposition  of  Fines  and  Appointment  of  a  Special  Master  in  1993    By  agreement,  the  District 
paid  plaintiffs  counsel  $11 5,000  to  cover  attorney  fees  and  costs  associated  with  the  successful 
prosecution  of  the  motion. 

Under  the  1992  Consent  Order,  the  District  also  agreed  to  establish  a  budget  of  $207,000 
to  pay  for  expert  assistance  to  implement  the  Service  Development  Plan.   Subsequently,  when  the 
court  appointed  Dr.  Mauch  as  Special  Master,  the  Special  Master's  budget  was  set  at  the  same 
amount.  Dr.  Mauch's  budget  was  recently  increased  to  $336,000  but  the  District  has  asked  the 
court  to  reconsider  its  order  in  light  of  the  District's  financial  circumstances. 

While  no  fines  or  fees  have  been  imposed  in  this  case,  it  is  axiomatic  that  litigation  costs 
will  increase  so  long  as  the  District  remains  out  of  compliance  with  the  court's  orders. 
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VI,       USE  OF  NON-DISTRICT  REVENUES 

The  failure  of  the  District  government  to  apply  for  and  utilize  federal  and  private  financing 
mechanisms  is  well-documented.  Despite  recognition  of  the  problem,  putting  a  system  in  place  to 
capture  these  non-appropriated  sources  of  revenue  has  proven  elusive.  Efforts  to  maximize 
federal  reimbursements  to  finance  Dixon  services  have  been  no  exception."  After  two  and  one- 
half  years,  the  District  still  has  not  certified  vendors  and  has  no  system  in  place  to  bill  Medicaid 
for  reimbursable  community  services. 

A  major  reason  for  the  District's  lack  of  compliance  is  the  total  disarray  in  the  Medicaid 
program.  During  negotiations  and  indeed,  during  the  entire  first  year  following  approval  of  the 
Consent  Order,  the  District  operated  under  the  assumption  that  the  District's  Medicaid  State  plan 
would  have  to  be  amended  to  include  the  rehabilitation  and  personal  care  options.  The  District 
even  hired  consultants  to  help  prepare  a  submission  to  HCFA  and  filed  documents  with  the  court 
setting  September  30,  1992  as  the  deadline  for  securing  approval  of  the  amendments.  However, 
in  November  1992,  the  District  revealed  that  the  District's  Medicaid  State  Plan  has  included  the 


"     The  1992  Consent  Order  and  Service  Development  Plan  requires  the  District  of  Columbia 
to  use  its  best  efforts  to  maximize  certain  non-appropriated  funding  sources  to  support  new 
services  development  and  operations    With  the  regard  to  Medicaid,  the  language  of  the  Consent 
Order  is  explicit: 

Defendants  shall  amend  the  District  of  Columbia  Medicaid  State  Plan  necessary  to  require 
Medicaid  to  cover  all  Dixon  Service  Development  Plan  programs  eligible  for  coverage 
under  federal  law,  including  but  not  limited  to  the  Clinic,  Rehabilitation,  Personal  Care  and 
Case  Management  Options,  and  take  any  and  all  steps  necessary  to  implement  the 
Medicaid  State  Plan  amendments  and  maximize  federal  revenues  under  the  Medicaid 
program  to  finance  services  to  Dixon  class  members. 

In  recognition  of  the  need  to  move  quickly  to  expand  Medicaid  coverage  ofDixon 
services,  the  Consent  Order  also  contains  a  provision  directing  the  District  to  hire  a  noted 
Medicaid  financing  consultant  within  30  days  of  signing  the  agreement. 
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rehabilitation  option  since  1985  and  the  personal  care  option  since  1987  --  no  amendment  of  the 
plan  was  necessary. 

It  is  unclear  why  no  one  within  the  Department  of  Human  Services  knew  this  or 
understood  its  implications  before  November  1992.  What  is  clear  is  that  tens  of  thousands  of 
dollars  and  countless  hours  of  expert  and  staff  time  were  wasted  over  a  two  year  period.  We 
estimate  that  billings  under  the  personal  care,  rehabilitation  and  case  management  options  would 
net  an  additional  $4  -  $5  million  annually  for  services  to  Dixon  class  members. 

Vn.      THE  FEDERAL  GOVERNMENT'S  ROLE 

Although  compliance  in  the  Dixon  case  has  been  limited,  progress  which  has  occurred  is 
the  direct  result  of  increased  judicial  involvement,  appointment  of  the  Special  Master  and  the 
Dixon  Committee's  aggressive  monitoring  of  the  system.  Given  the  court's  recent  ruling 
extending  the  terms  of  the  Special  Master  and  the  Dixon  Committee  and  directing  the  District  to 
implement  the  Special  Master's  detailed  recommendations,  there  is  opportunity  to  continue  system 
reform.  However,  true  system  reform  can  only  happen  when  District  officials  embrace  the  Dixon 
mandates  and  commit  to  its  goals.  So  long  as  District  officials  see  Dixon  as  externally  imposed, 
we  can  expect  only  incremental  and  negligible  improvement  in  the  delivery  of  public  mental  health 
services. 

The  federal  government  has  played  a  key  role  in  the  evolution  of  the  District's  mental 
health  system.  Although  the  federal  government's  role  has  diminished  in  recent  years,  it  is  still 
important.  The  federal  government  can  and  must  continue  to  support  District  efforts  to  develop  a 
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comprehensive  system  of  community  based  mental  health  services.    Some  suggested  activities  are 
as  follows: 

1.  Provide  technical  assistance  and  funding  for  programs  for  the  dually  diagnosed. 
The  HUD  initiative  to  provide  S20  million  in  funding  for  services  and  housing  for  the  homeless  is 
one  model  for  partnership  between  the  District  and  federal  government    Another  area  in  which 
federal  government  involvement  would  be  helpful  is  the  development  of  services  and  specialized 
housing  for  persons  who  are  dually  diagnosed.  Currently,  we  estimate  that  70-90%  of  the  people 
who  are  homeless  and  have  a  mental  illness  also  have  a  co-occurring  substance  abuse  problem. 
District  drug  treatment  programs  are  woefully  inadequate.  The  federal  government  could  help  by 
increasing  research  grants  or  partnering  pilot  projects  to  address  this  unmet  need. 

2.  Provide  technical  assistance  to  the  Commission  on  Mental  Health  Services. 
Technical  assistance  is  needed  in  a  number  of  other  areas  including  Medicaid,  fmancing  and 
budget. 

3.  Fund  more  housing. 

District  citizens  who  have  a  serious  and  persistent  mental  illness  cannot  afford  housing 
costs  in  the  District  of  Columbia.  Despite  some  increased  availability  of  housing  subsidies  and 
some  development  efforts,  more  must  be  done  to  make  housing  accessible  and  affordable  to 
people  with  mental  disabilities. 

4.  Enforce  the  Fair  Housing  Act  and  the  Americans  with  Disabilities  Act. 

In  the  District  of  Columbia,  people  with  disabilities  continue  to  face  discrimination  in 
housing,  employment,  public  services  and  public  accommodations.  The  federal  government  must 
take  a  lead  role  to  ensure  adherence  to  the  law  in  the  nation's  capital. 
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Ms.  Norton.  Mr.  Smith 

STATEMENT  OF  JONATHAN  SMITH 

Mr.  Smith.  Thank  you.  My  name  is  Jonathan  Smith.  I  am  the 
Executive  Director  of  the  D.C.  Prisoners'  Legal  Services  Project. 

The  Project  is  a  private,  nonprofit  public  interest  law  firm  estab- 
lished to  provide  free  legal  services  to  District  of  Columbia  pris- 
oners. The  District  of  Columbia  has  the  highest  per  capita  incarcer- 
ation rate  of  any  jurisdiction  within  the  United  States.  Two  percent 
of  the  District's  citizens  are  behind  bars. 

Nine  correctional  institutions  are  operated  by  the  District  of  Co- 
lumbia. Each  of  these  institutions  is  either  the  subject  of  pending 
litigation  or  is  governed  in  some  significant  respect  by  a  consent 
decree.  The  purposes  of  these  lawsuits  are  to  stop  the  District  from 
subjecting  prisoners  to  inhumane  conditions. 

At  their  core,  these  cases  are  human  rights  cases.  These  cases 
seek  to  address  a  broad  range  of  problems,  including  inadequate 
health  care,  violent  and  dangerous  conditions,  prevention  of  air- 
borne diseases  such  as  tuberculosis,  extreme  overcrowding,  sexual 
assault  by  staff  against  women  prisoners,  the  elimination  of  fire 
hazards,  the  lack  of  treatment  for  prisoners  with  mental  illness, 
and  the  prevention  of  suicide. 

The  text  of  my  testimony  describes  each  of  the  major  cases. 

One  of  the  most  serious  problems  confronting  prisoners  is  the 
lack  of  access  to  adequate  health  care.  This  testimony  will  focus  on 
the  District's  failure  to  provide  necessary  medical  care  to  prisoners 
and  its  defense  of  court  orders  to  remedy  this  deficiency.  By  focus- 
ing on  this  problem,  however,  I  do  not  mean  to  suggest  other  equal- 
ly serious  problems  do  not  exist. 

To  give  you  a  sense  of  the  seriousness  of  the  problem,  I  would 
read  to  you  a  brief  conclusion  of  a  court-appointed  medical  expert 
concerning  conditions  at  the  D.C.  iail.  The  expert  found  that  the 
quality  of  medical  services  is  "deplorable.  The  physical  conditions 
in  the  medical  areas  are  horrible  and  the  infirmary  is  a  disgrace." 

These  findings  do  not  represent  exceptions  to  the  normal  func- 
tioning of  the  jail,  but  unfortunately  characterize  the  current  state 
of  affairs.  There  are  many  more  cases  of  negligent,  callous  medical 
practices  with  terrible  outcomes  which  I  have  not  included. 

The  condition  of  mental  health  services  is  equally  alarming. 
There  have  been  seven  suicides  in  the  Department  of  Corrections 
in  the  last  18  months.  An  expert  last  year  evaluating  mental 
health  services  found  the  following: 

'There  are  very  serious  and  long-standing  problems  in  the  provi- 
sion of  mental  health  care  at  the  Washington,  D.C,  jail.  The  phys- 
ical plant  is  deplorable,  and  the  mental  health  care  that  is  provid.ed 
is  frequently  substandard  and  at  times  dangerous  and  negligent. 
Particularly  troublesome  is  that  most,  if  not  all,  of  the  areas  of  de- 
ficiency noted  in  this  report  have  been  well-known  and  clearly  doc- 
umented for  years  without  adequate  resolution.  As  a  result,  in- 
mates incarcerated  at  the  Washington,  D.C,  jail  have  had  inferior, 
inadequate,  and  at  times  harmful  treatment." 

Unfortunately,  the  litigation  has  not  been  entirely  successful  in 
correcting  these  problems  largely  because  the  District  does  not 
comply  with  court  orders.  There  is  a  well  documented  history  of  the 
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District's  contempt  in  these  cases.  During  a  recent  contempt  hear- 
ing, Judge  Bryant  succinctly  summed  up  the  problem.  He  said 
nothing  is  done  except  at  the  end  of  a  cattle  prod,  and  that  cattle 
prod  is  a  motion  for  contempt. 

The  following  is  an  example  of  the  District's  contempt.  Additional 
examples  of  this  contempt  are  found  in  the  written  statement. 

On  September  15,  1993,  an  expert  engaged  by  the  U.S.  District 
Court  completed  a  review  of  health  services  at  the  District  of  Co- 
lumbia's detention  facility.  An  important  component  of  his  evalua- 
tion was  a  review  of  the  District's  screening  program  for  tuber- 
culosis and  the  treatment  that  is  provided  to  prisoners  with  tuber- 
culosis. Prisoners  with  active,  infectious,  multidrug  resistant  tuber- 
culosis were  not  being  identified  and  isolated.  Tuberculosis  skin 
tests  were  being  read  in  the  dark  in  the  middle  of  the  night  by  un- 
qualified personnel.  Prisoners  with  active  tuberculosis  were  Being 
given  inappropriate  and  ineffective  treatment. 

In  response  to  the  report,  Judge  Bryant  ordered  the  District  to 
properly  screen  prisoners  for  tuberculosis  and  properly  isolate 
them.  Despite  the  court  order,  the  District  has  failed  to  isolate  the 
prisoners  with  tuberculosis  and  failed  on  some  occasions  to  screen 
them  properly.  Since  that  order,  at  least  four  prisoners  have  been 
identified  who  should  have  been  isolated,  but  who  were  not,  posing 
an  unreasonable  threat  to  the  public  health. 

Because  of  this  contempt,  a  schedule  of  contempt  was  imposed  on 
the  District.  Under  that  schedule,  the  District  will  pay  up  to 
$10,000  per  day  per  violation.  Since  the  imposition  of  the  fine 
schedule,  at  least  one  additional  prisoner  has  now  been  isolated, 
and  we  are  investigating  other  cases. 

The  second  significant  factor  that  contributes  to  the  District  non- 
compliance is  the  fact  District  officials  routinely  submit  false  re- 
ports concerning  the  compliance.  In  several  cases  the  court  made 
formal  findings  concerning  the  false  reports.  In  the  jail  litigation, 
the  court  ordered  fines  be  imposed  for  future  false  reporting.  This 
false  reporting  is  a  significant  impediment  to  obtaining  the  Dis- 
trict's compliance  with  court  orders. 

Judge  Bryant  summed  up  the  problem  in  a  recent  hearing:  "You 
ask  for  certain  information  and  you  get  hornswoggled  on  it,  you  get 
misrepresentations,  concealment.  That  doesn't  take  any  money. 
That  doesn't  take  any  resources.  All  it  takes  is  plain  integrity." 

Until  the  District  acknowledges  the  problems,  it  is  impossible  for 
the  Department  of  Corrections  to  correct  them.  There  are  signifi- 
cant costs  associated  with  the  violation  of  court  orders.  In  an  effort 
to  get  the  District  to  comply  with  court  orders,  the  courts  have  re- 
quired the  District  to  pay  substantial  fines.  In  one  case,  the  Dis- 
trict was  required  to  pay  more  than  $1.6  million  in  fines.  In  addi- 
tion, the  District  has  paid  literally  millions  of  dollars  in  attorneys 
fees. 

Finally,  since  1988,  the  District  has  been  required  to  pay  more 
than  $950,000  for  the  fees  and  expenses  of  the  Office  of  the  Special 
Officer,  the  cost  of  her  assistants,  and  the  costs  associated  with 
running  her  office. 

The  failure  to  properly  operate  its  prison  system  results  in  sub- 
stantial tort  damages  claims  against  the  District.  The  following  is 
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an  example.  There  are  additional  examples  contained  in  my  pre- 
pared testimony. 

I  will  just  give  you  one  in  the  interest  of  time.  In  one  case,  the 
family  of  a  prisoner  who  died  of  a  bronchial  spasm  after  being  bru- 
tally raped  by  three  other  prisoners  and  sprayed  in  the  face  with 
cleaning  fluids  was  awarded  $1  million. 

The  testimony  in  that  case  indicated  that  correctional  officials 
observed  the  rape  and  later  saw  the  prisoner  lying  naked  on  the 
floor  of  his  cell  for  several  hours  before  taking  action  to  assist  him. 

Unfortunately,  that  is  one  example  of  the  dozens  of  cases  filed 
against  the  District  every  year  that  are  successftilly  litigated  to 
judgment  and  result  in  monetary  settlements. 

The  District  paid  more  than  $4.4  million  in  1992  alone  for  claims 
arising  out  of  the  operation  of  its  prisons  and  jails.  It  is  unclear  to 
me  why  these  expenses  do  not  by  themselves  serve  as  an  incentive 
for  the  District  to  correct  the  problems  in  its  prisons. 

As  a  result  of  scandals  in  the  Department  of  Corrections,  the  De- 
partment of  Corrections  has  recently  received  a  new  Director,  Ms. 
Margaret  Moore.  Although  Ms.  Moore  has  had  a  very  impressive 
background  and  appears  to  be  a  strong  and  competent  adminis- 
trator, I  am  not  optimistic  she  will  be  able  to  make  the  changes 
necessary  to  make  the  Department  of  Corrections  function  prop- 
erly. 

More  importantly,  neither  the  Mayor  nor  the  District  of  Colum- 
bia Council  displays  a  willingness  to  address  the  problems  facing 
this  agency.  At  a  time  when  many  problems  need  to  be  solved,  the 
Department  of  Corrections  budget  has  been  cut  by  more  than  $18 
million, 

A  number  of  problems  confronting  the  Department  of  Corrections 
can  be  resolved  with  a  few  resources,  but  others,  such  as  shortages 
of  correctional  staff,  a  dysfunctional  medical  system,  and  a  dilapi- 
dated physical  plant,  can  only  be  fixed  with  the  expenditure  of 
money. 

A  recognition  of  the  need  for  action  and  a  commitment  to  solve 
these  problems  at  the  highest  level  of  government  is  necessary  and 
Ms.  Moore  needs  to  be  given  the  tools  necessary  to  adequately  re- 
solve the  problems. 

I  am  a  strong  believer  in  statehood  for  the  District  of  Columbia 
and  have  also  been  a  resident  for  about  14  years  now.  I  do  not 
favor  the  Federal  Government  taking  over  the  Department  of  Cor- 
rections or  interfering  with  the  management  of  that  agency,  how- 
ever, there  are  some  things  that  the  Federal  Government  can  do 
to  help  out  the  District. 

First,  and  I  think  it  is  the  subject  of  this  hearing,  the  Federal 
Government  needs  to  increase  the  Federal  payment.  I  disagree 
with  some  of  the  earlier  testimony.  This  is  not  a  problem  that  can 
be  solved  by  simply  giving  the  problem  some  more  money.  The  Dis- 
trict is  strapped  for  cash.  All  of  its  agencies  face  enormous  chal- 
lenges because  of  this  financial  crisis.  Although  some  efficiency  can 
be  obtained  through  better  management — and  certainly  there  is  a 
lot  of  bad  management  in  the  District — there  are  many  problems 
that  the  District  simply  will  need  more  money  to  solve. 

As  was  displayed  in  Ms.  Schlosberg's  testimony,  I  think  lives  are 
at  stake  in  this. 
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Second,  I  think  the  Federal  Government  can  fund  crime  preven- 
tion programs  in  the  District.  The  only  solution  to  the  crisis  in  the 
District  of  Columbia's  criminal  justice  system  is  prevention.  Funds 
for  drug  treatment,  the  improvement  of  school  nutrition  programs, 
and  decent  housing  will  do  far  more  to  reduce  crime  than  prison 
or  police  ever  will. 

Finally,  I  suggest  that  the  Federal  Government  provide  technical 
assistance  to  the  Department  of  Corrections.  The  Federal  Bureau 
of  Prisons  does  a  far  better  job  of  running  its  prisons  than  the  Dis- 
trict does.  This  expertise  should  be  made  available  to  the  District 
to  aid  the  District's  correctional  officials  in  training,  planning,  and 
the  development  of  a  functioning  correctional  program. 

The  problems  in  the  District's  correctional  system  are  real  and 
significant.  Too  many  young  African-American  men  and  women 
have  suffered  or  died  as  a  result  of  a  correction  system  run  amok. 
The  District  must  take  immediate  and  serious  action  to  prevent  ad- 
ditional harm  for  its  prisoners. 

We  are  not  asking  that  prison  conditions  be  luxurious  or  even 
comfortable.  We  seek  prisons  which  are  not  cruel  and  harmful. 
Thank  you. 

Ms.  Norton.  Thank  you  very  much,  Mr.  Smith. 

[The  prepared  statement  of  Jonathan  M.  Smith  follows:] 
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Testimony  of  Jonathan  M.  Smith 

before  the 

Committee  on  the  District  of  Columbia 

United  States  House  of  Representatives 

July  14,  1994 


This  testimony  is  offered  by  Jonathan  M.  Smith.   I  am  the  executive  director  of 
the  D.C.  Prisoners' Legal  Services  Project.' 

For  the  past  five  years,  I  have  represented  prisoners  in  class  action  litigation 
against  the  District  of  Columbia.'  The  following  testimony  is  intended  to  provide  this 
Committee  with  information  concerning  the  unconstitutional  conditions  which  prevail  in 
the  District's  prisons,  the  litigation  that  has  been  brought  in  response  to  these  conditions, 
and  the  District's  failure  to  comply  with  the  court  orders  resulting  from  this  litigation.^   I 
will  also  provide  recommendations  for  action  that  can  be  taken  by  the  District  of 
Columbia  and  by  the  United  States  to  address  the  problems  identified.^ 


The  Project  is  a  private,  non-profit,  public  interest  law  firm  established  to  provide  free  civil  legal 
services  to  persons  incarcerated  pursuant  to  a  conviction  of  a  crime  under  the  District  of  Columbia  Code. 
We  represent  prisoners  incarcerated  in  local  correctional  facilities.  District  of  Columbia  prisoners  in  the 
federal  prison  system,  and  prisoners  incarcerated  in  out-of-state  facilities  under  contraa  with  the  Distria  of 
Columbia  Department  of  Corrections.   We  also  function  as  a  clearinghouse  on  prisoners'  rights  issues. 

This  class  action  litigation  includes:    Inmates  of  D.C.  Jail  v.  J.nckson  (constitutionality  of  conditions 
at  the  D.C.  Jail);  Inmates  of  Three  Lorton  Facilities  (constitutionality  of  health  services  at  the  Minimum 
and  Medium  Security  Facilities  and  the  Youth  Center);  Ellis  v.  District  of  Columbia  (due  prcxess  violations 
in  the  application  of  the  parole  system);  Inmates  of  the  Modular  Facility  v.  District  of  Columbia 
(constitutionality  of  conditions  at  the  Modular  Facility,  a  pre-trial  detention  facility  in  Lorton,  Virginia); 
Green  v.  District  of  Columbia  (constitutionality  of  certain  conditions  in  out-of-state  non-federal  institutions 
who  house  D.C.  prisoners  under  contract);  Walker  v.  District  of  Columbia  (prisoner  access  to  legal 
materials  at  the  Minimum  Security  Facility);  Franklvn  v.  Kelly  (discrimination  against  Latino  prisoners  in 
the  Distria  of  Columbia  correaional  system).    In  addition  I  have  litigated  several  cases  on  behalf  of 
individual  prisoners  who  were  injured  by  the  wrongful  conduct  of  correaional  officials  or  by  illegal  policies 
of  the  Department  of  Correaions. 

'   Attached  as  an  exhibit  to  this  testimony  is  the  chapter  on  prisons  from  the  report  "Cold,  Harsh,  and 
Unending  Resistance:   the  District  of  Columbia  Government's  Hidden  War  Against  its  Poor  and  its 
Homeless."   Tliis  report  was  prepared  by  the  W.ishington  Legal  Clinic  for  the  Homeless  and  describes  in 
detail  the  severe  management  problems  manifested  in  the  District's  social  programs.   See  Attachment  A. 
Also  attached  is  a  description  of  the  major  cases  involving  the  District's  prisons.   See  Attachment  B. 

Each  of  the  recommendations  I  make  concerning  the  District  have  previously  been  presented  to  the 
Council  of  the  Distria  of  Columbia  and  the  Department  of  Corrections. 
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One  of  the  most  serious  problems  confronting  prisoners  is  that  they  are  denied 
access  to  minimally  adequate  heaJth  care.  This  testimony  will  focus  on  the  District's 
failure  to  provide  necessary  medical  care  to  prisoners  and  its  defiance  of  court  orders  to 
remedy  this  deficiency. 

I.   Background 

The  District  of  Columbia  has  the  highest  per  capita  incarceration  rate  of  any 
jurisdiction  in  the  United  States.^  Two  percent  of  the  District's  citizens  are  behind 
bars.*   During  the  late  1980's,  the  local  prison  population  rose  dramatically  as  a  result  of 
the  institution  of  mandatory  minimum  sentences  for  certain  crimes,  increased  rates  of  re- 
incarceration for  violation  of  parole,  and  a  trend  toward  longer  sentences  in  general.' 
Approximately  10,600  men  and  women  are  currently  incarcerated  in  District  of  Columbia 
correctional  facilities.^   Although  we  have  enjoyed  some  stabilization  of  the  prison 
population  over  the  last  few  years,  recent  initiatives  by  the  Council  of  the  District  of 
Columbia  will  likely  cause  a  new  rise  in  the  prison  population.' 


'   In  1990,  the  District  incarcerated  its  citizens  at  the  rate  of  1,148  per  100,000  in  population.   United 
States  Department  of  Justice,  Bureau  of  Justice  Statistics,   "Sourcebook  of  Criminal  Justice  Statistics  - 
1991,"  Table  6.72,  at  637.  The  District's  rate  of  incarceration  is  more  than  twice  that  of  any  stale.   Id-   §SS 
also.  Jerome  G.  Miller,  National  Center  on  Institutions  and  Alternatives,  Hobbline  a  Gener.ition:  Young 
African  American  Males  in  D.C.'s  Criminal  Justice  System  (April  17,  1992);   D.C.  Bar  Coordinating 
Committee  on  Prisons  and  Prisoners,  A  Primer  On  Our  Prisons,  at  V  (March  15,  1989). 

'  Id- 

'  The  local  prison  population  has  risen  from  approximately  7400  in  1985  to  more  than  11,000  in  1992. 
See  Office  of  Policy  and  Program  Development.  Distria  of  Columbia  Government,  "Indices:  a  Statistical 
Index  to  Distria  of  Columbia  Services,  1990"  at  344,  District  of  Columbia  Fiscal  Year  1995  Operations 
Budget  and  Revised  Fiscal  Year  1994  Request  at  93.   From  1985  to  1991,  the  number  of  prisoners  annually 
being  sentenced  to  incarceration  remained  roughly  unchanged.   See  Office  of  Policy  and  Program 
Development,  District  of  Columbia  Government,  "Indices:  Statistical  Index  to  District  of  Columbia 
Services"  (1990  ed.)  at  380;  Office  of  Policy  and  Program  Development,  District  of  Columbia  Government, 
"Indices:  Statistical  Index  to  District  of  Columbia  Services"  (1992  ed.)  at  341. 

«   See,  Campbell  v.  McGruder.  C.A.  No.  1462-71  (D.D.C.)  (Bryant,  J.),  229th  Report  to  the  Court, 
Attachment  1,  p.  7  (June  8,  1994);  District  of  Columbia  Fiscal  Year  1995  Operations  Budget  and  Revised 
Fiscal  Year  1994  Request  at  93. 

'   In  recently  enacted  "Truth  in  Sentencing"  legislation,  the  Council  restricted  the  amount  of  good-time 
credits  ih.it  a  prisoner  can  cam.   Tliis  restriction  both  causes  prisoners  to  serve  longer  sentences  and 
deprives  corrections  officials  of  a  critical  management  tool.  The  threat  of  loss  of  good  time  is  a  significant 
tool  for  correctional  officials  in  controlling  prisoners'  behavior.    Moreover,  the  Council  has  recently 
considered  'Three  Times  and  Your  Out"  legislation  which  would  further  clog  our  correctional  system  with 
geriatric  offenders  that  pose  little  threat  to  the  society. 
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There  are  nine  correctional  institutions  operated  by  the  District  of  Columbia 
Department  of  Corrections.   Each  of  these  institutions  are  either  the  subject  of  pending 
litigation  or  governing  in  some  significant  respect  by  a  consent  decree.'"  The 
proceedings  in  these  cases  have  revealed  that  the  Department  of  Corrections  is  an  agency 
in  complete  disarray,  under-funded,  poorly  managed  and  in  a  constant  state  of  crisis. 
These  problems  have  persisted  unabated  for  twenty  years,  or  longer,  despite  the  diligent 
efforts  made  by  the  Courts  and  by  counsel  for  the  prisoners. 

II.   The  District  of  Columbia  Repeatedly  Fails  to 
Comply  with  Corrections-Related  Court  Orders 

In  Rhodes  v.  Chapman"  the  United  States  Supreme  Court  recognized  that 
"judicial  intervention  is  indispensable  if  constitutional  dictates   ~    not  to  mention 
considerations  of  basic  humanity  -  are  to  be  observed  in  our  prison."   (Emphasis  in 
original.)'^   Unfortunately,  this  intervention  has  been  all  too  necessary  in  the  case  of  the 
District  of  Columbia.  As  is  demonstrated  in  this  testimony,  there  is  a  pattern  on  non- 
compliance coupled  with  an  effort  by  the  District  to  conceal  the  non-compliance  from 
the  courts. 


'°   See.  Attachment  B.   The  institutions  that  confine  juveniles  are  also  under  coun  order.   See  Jerry  M. 
V.  Kelly.  CA.  No.  1519-85  (D.C.  Super.  Ct.)(Urbina,  J.).  Juvenile  correaional  institutions  are  operated  by 
the  Department  of  Human  Services  and  thus  are  not  discussed  in  this  testimony. 

"   452  U.S.  337,  355  (1981). 

'^   It  is  important  to  note,  however,  that  the  constitution  establishes  only  a  minimum  level  of  protection 
for  prisoners.   ("The  Constitution  'does  not  mandate  comfortable  prisons,'  Rhodes  v.  Chapman.  452  U.S. 

337,  349  (1981),  but  neither  does  it  permit  inhumane  ones."   Farmer  v.  Brennan. U.S. ,  62  L.W.  4446, 

4448  (June  6,  1994).)   The  courts  have  been  extremely  cautious  not  to  reach  beyond  this  very  limited  scope 
of  inquiry  and  have  simply  stood  as  a  barrier  between  prisoners  and  the  most  extreme  cruelty  of  prison 
officials.   The  Supreme  Court  commented  on  the  limited  nature  of  judicial  involvement: 

No  one  familiar  with  litigation  in  this  area  could  suggest  that  the  courts 
have  been  overeager  to  usurp  the  task  of  running  prisons  .  .  .   And 
certainly,  no  one  could  suppose  that  the  courts  have  ordered  creation  of 
"comfortable  prisons,"  on  the  model  of  country  clubs.  To  the  contrary, 
'the  soul-chilling  inhumanity  of  conditions  in  American  prisons  has  been 
thrust  upon  the  judicial  conscience."  Judicial  opinions  in  this  area  do  not 
make  pleasant  reading. 

Rhodes  v.  Chapman.  452  U.S.  at  354;  quoting  Inmates  of  Suffolk  County  Jail  v.  Eisenstadt.  360  F.  Supp. 
676,  684  (Mass.  1973). 
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A.   The  District's  Contempt  of  Court 

The  District  is  perpetually  defending  motions  for  contempt  and  for  sanctions  in 
litigation  involving  its  prisons.   During  a  recent  hearing  to  determine  whether  the  District 
of  Columbia  should  be  held  in  contempt  for  violating  court  orders  to  remedy  serious 
problems  at  the  District  of  Columbia  Jail,  the  Honorable  William  B.  Bryant  succinctly 
summed  up  the  extent  of  the  District's  efforts  to  comply  with  court  orders  related  to  the 
Department  of  Corrections. 

[NJothing  is  done  except  at  the  end  of  a  cattle  prod.  .  .  . 
(T]he  cattle  prod  is  a  motion  for  contempt.'-* 

In  virtually  every  case  in  which  an  order  has  been  entered  requiring  systemic 
reform  of  an  institution  operated  by  the  District  of  Columbia  Department  of  Corrections, 
the  District  has  failed  to  comply  with  the  terms  of  the  order.  This  contempt  of  court 
frequently  involves  critical  matters  related  to  the  safety  of  prisoners,  correctional  staff 
and  the  public. 

The  following  are  three  examples  of  this  contempt. 

1.   The  Diagnosis,  Prevention,  and  Treatment  of  Tuberculosis 

As  part  of  the  twenty-three  year  old  litigation  involving  the  conditions  at  the  Jail, 
on  September  15,  1993,  Robert  Cohen,  M.D.,  an  expert  engaged  by  the  United  States 
District  Court  for  the  District  of  Columbia,  completed  a  review  of  health  services  at  the 
District  of  Columbia  Detention  Facility.  An  important  component  of  his  evaluation  was 
a  review  of  the  District's  screening  program  for  tuberculosis  and  of  the  treatment  that  is 
provided  to  prisoners  with  tuberculosis.   Dr.  Cohen  found  extremely  alarming  conditions: 

»■  Prisoners  with  active,  infectious,  multi-drug  resistent 

tuberculosis  were  not  being  identified  and  isolated; 

►■  Tuberculosis  skin  tests  were  being  read  during  the  middle  of 

the  night,  in  the  dark,  by  unqualified  personnel; 

►•  Prisoners  with  active  tuberculosis  were  being  given 

inappropriate  and  ineffective  treatment.  ''' 


"   Campbell  v.  McGruder.  C.A.  No.  1462-71  (D.D.C.)(Bryant,  J.);  Inmates  of  D.C.  Jail  v.  Jackson.  C.A. 
No.  75-1668  (D.D.C.)(Bryani,  J.),  Transcript  of  hearing  on  Plaintiffs'  Motion  for  an  Order  to  Show  Cause 
Why  the  Defendants  Should  Not  Be  Held  in  Contempt,  at  10,  April  6,  1993. 

'*   Robert  L.  Cohen.  M.D.,  "Review  of  Medical  Services  in  the  Central  Detention  Facility  (CDF)," 
September  15,  1993  at  77-100  (Campbell  v.  McGruder  and   Inmates  of  D.C.  Jail  v.  JaclcsonV 
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Dr.  Cohen  concluded: 

Active  tuberculosis  is  common  in  the  [Jail]  and  often  goes 
unrecognized  and  untreated  or  is  inappropriately  treated.   I 
have  reviewed  documented  cases  of  failure  to  diagnose  and 
treat  tuberculosis  from  1990,  1991,  1992,  and  extending  to  the 
present.  There  are  no  adequate  isolation  facilities  for 
patients  with  tuberculosis  at  [the  Jail].'^ 

In  response  to  Dr.  Cohen's  report,  on  November  9,  1993,  Judge  Bryant  granted 
the  plaintiffs'  motion  for  interim  relief  and  ordered,  inter  alia,  that  the  Department  of 
Corrections  either  chest  x-ray  or  anergy  test'*  every  prisoner  on  intake  to  the  Jail  and 
that  prisoners  with  active  tuberculosis  be  isolated." 

Despite  this  Court  Order,  the  District  has  failed  to  isolate  prisoners  with 
tuberculosis  or  those  suspected  of  having  tuberculosis.   On  May  4,  1994,  the  Special 
Officer  appointed  to  monitor  the  District's  compliance  in  the  Jail  litigation  found  that 
prisoners  with  tuberculosis  were,  in  fact,  not  being  isolated.'*   Believing  that  this 
situation  "subjects  other  inmates,  correctional  and  medical  staff,  as  well  as  the 
community-at-large  to  unreasonable  risk  of  infection"  the  Special  Officer  imposed  a  fine 
schedule  for  future  violations  that  will  result  in  daily  fines  as  high  as  $10,000  per  day." 

Even  in  light  of  the  threat  of  these  high,  daily  fines  there  has  been  at  least  one 
additional  incident  in  which  a  prisoner  was  not  isolated. 

2.   Medical  StafTing  at  the  Modular  Facility 

In  November  1990,  the  District  agreed  to  a  Consent  Decree  in  litigation  involving 
the  Modular  Facility,^"  a  pre-trial  detention  center  located  on  the  Lorton  Correctional 
Complex.  The  District  repeatedly  violated  provisions  of  the  Consent  Decree  related  to 


"  Id.  at  80. 

"   An  anergy  test  is  a  test  for  immune  response  and  helps  piiysicians  identify  false  negative  tuberculosis 
skin  tests. 

"   Campbell  v.  McGruder,  C.A.  No.  1462-71,  Order.  November  9,  1993. 

"   The  Special  Officer's  Interim  Remedial  Plan  Regarding  Isolation  of  Inmates  w^ith  Suspected  and 
Diagnosed  Tuberculosis,  May  4,  1994. 

"'  Id- 

"   Inmates  of  the  Modular  Facility  v.  District  of  Columbia  C.A.  No.  90-727  (D.D.C.)(Grecn,  J.). 
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the  staffing  of  the  health  services  unit.^'   One  of  the  critical  violations  was  the  failure  to 
provide  any  medical  staff  on  many  shifts  during  the  evening  and  night  and  on  the 
weekends. 

This  violation  of  the  Court's  Order,  tragically,  may  have  caused  one  man's  death. 
The  Special  Officer  appointed  to  monitor  the  decree  in  the  Modular  case  filed  an 
evaluation  of  the  District's  conduct  that  was  performed  by  her  independent  medical 
expert."   The  expert's  report  describes  a  more  than  20  minute  delay  in  responding  to  a 
prisoner  who  was  having  a  heart  attack  and  the  improper  transfer  of  that  prisoner  to 
another  prison  infirmary  that  lacked  necessary  emergency  equipment."  The  expert 
noted: 

These  two  critical  deficiencies,  the  absence  of  any  medical 
staff  and  the  failure  to  contact  911  for  a  life  threatening 
emergency  are  not  new  problems  for  [the  Department  of 
Corrections.)    It  is  tragic  and  regrettable  that  the  facility 
failed,  in  violation  of  the  Court  Decree,  to  provide  the 
minimal  medical  care  required  to  give  this  prisoner  a  chance 
to  survive  his  heart  attack.^^ 

3.   Mental  Health  Care  at  the  District  of  Columbia  Jail 

Since  1975,  the  District  of  Columbia  has  been  under  court  order  to  provide 
mental  health  treatment  to  seriously  mentally  ill  prisoners  confined  to  the  Jail."   In 
March  1993,  the  Court  ordered  the  Special  Officer  to  perform  an  independent  evaluation 
of  the  District's  compliance  with  the  Court's  orders  regarding  mental  health  treatment. 
The  Special  Officer  engaged  Richard  Belitsky,  M.D.  to  review  the  District's  mental 
health  program.   He  found: 

There  are  very  serious  and  longstanding  problems  in  the 
provision  of  mental  health  care  at  the  Washington,  D.C.  Jail. 


"    Motion  for  Imposition  of  Fines,  July  2,  1993. 

^    Robert  L.  Cohen,  M.D.,  "Report  on  Medical  Services:  Modular  Facility,  Lorton  Correaional 
Complex,"  October  1,  1993. 

°  Id.  at  18-20. 

"   Id.  at  20. 

■^   Memorandum  Opinion,  C.impbell  v.  McGruder.  C.A.  1462-71,  November  5,  1975.   See  also 
Memorandum  Opinion  and  Order,  June  9,  1980;  Order,  January  14,  1981;  Stipulation  and  Order,  August 
25,  1985;  Order,  March  5,  1993;  Order  Appointing  Special  Officer,  April  20,  1994;  Order,  November  9, 
1994;  Consent  Order,  March  16,  1994. 
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The  physical  plant  is  deplorable,  and  the  mental  health  care 
that  is  provided  is  frequently  substandard  and  at  times 
dangerous  and  negligent.   Particularly  troublesome  is  that 
most,  if  not  all,  of  the  areas  of  deficiency  noted  in  this  report 
have  been  well  known  and  clearly  documented  for  years 
without  adequate  resolution.  As  a  result,  inmates 
incarcerated  at  the  Washington,  D.C.  jail  have  had  inferior, 
inadequate  and  at  times  harmful  treatment.^* 

The  inadequacy  of  the  mental  health  program  has  had  fatal  consequences:  at 
least  seven  District  of  Columbia  prisoners  have  succeeded  in  committing  suicide  during 
the  past  18  months.   Dr.  Belitsky  summarized  the  problem  as  follows: 

There  is  compelling  and  overwhelming  evidence  that  the  jail 
is  unable  to  provide  safe  or  reasonable  treatment  for  inmates 
who  are  acutely  suicidal  .  .  .   Under  the  current  system  at  the 
jail,  some  of  these  inmates  would  be  transferred  to  the  John 
Howard  Pavilion  of  the  St.  Elizabeth's  Hospital,  but  many  arc 
not  transferred.   Rather,  they  are  left  to  receive  inferior  and 
inadequate  care  at  the  jail's  mental  health  units,  medical  step 
down  units,  or  infirmary." 

In  response  to  Dr.  Belitsky's  findings,  on  March  16,  1994,  the  District  was  held  in 
contempt.^ 

B.   The  District  Routinely  Files  False  Reports  to  the  Courts  Concerning 
Its  Compliance  With  Court  Orders 

The  United  States  District  Court  has  repeatedly  found  that  the  District  fails  to 
accurately  report  on  its  compliance  with  court  orders.   For  example,  the  Court  now 
requires  that  all  compliance  reports  be  made  under  penalty  of  perjury  in  the  litigation 
involving  the  Central  Facility  because  of  a  history  of  false  reporting."   Moreover,  in  the 


"   Richard  Belitsky,  M.D.,  "An  Evaluation  of  Mental  Health  Services  at  the  Washington  D.C.  Jail," 
September  15,  1993,  at  27. 

"   Report  of  Richard  Belitsky  at  29. 

^   Consent  Order,  Campbell  v.  McGruder.  C.A.  1462-71,  March  16,  1994. 

=  Twelve  John  Does  v.  District  of  Columbia,  C.A.  No.  80-2136  (D.D.C.)(Green,  J.),  February/March 
1992  Report  of  the  Special  Officer  on  Medical  Services  and  Mental  Health  Staffing  at  the  Central  Facility, 
March  13,  1992  at  34.   ("[T]he  Special  Officer  recommends  that  the  defendants'  monthly  compliance 
reports  be  submitted  under  oath  or  affirmation.  .  .  .   [T]he  defendants  repeatedly  submit  compliance 
reports  that  are  inaccurate."). 
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Jail  litigation,  in  February  1994,  the  Court's  Special  Officer  noted:   "The  defendant[s] 
continually  provid[ed]  the  Court  with  inaccurate  and  misleading  information  about  their 
compliance  with  the  Court's  Orders."^  In  the  Special  Officer's  most  recent  report 
concerning  the  Jail  she  documented  the  failure  of  the  District  to  properly  report 
violations  of  court  orders  related  to  the  prevention  and  control  of  tuberculosis.   That 
report  requires  that  future  reporting  violations  will  result  in  fines  of  $1000  per  day  per 
violation.^' 

This  false  reporting  is  a  significant  impediment  to  obtaining  the  District's 
compliance  with  court  orders.   Until  the  Department  of  Corrections  acknowledges  the 
problems,  it  is  impossible  for  the  Department  to  correct  them. 

C.   The  Conduct  of  the  District's  Lawyers  Compounds  the  Problems 
Associated  with  the  District's  Compliance  with  Court  Decrees 

The  District  of  Columbia  is  routinely  sanctioned  in  corrections  related  litigation 
for  failing  to  comply  with  discovery  and  other  litigation  related  obligations.    In  addition 
to  making  it  more  difficult  to  litigate  the  merits  of  cases,  the  conduct  of  the  Office  of  the 
Corporation  Counsel  compounds  the  problem  of  obtaining  the  District's  compliance  with 
court  orders.-*^   Moreover,  the  plaintiffs'  efforts  to  obtain  discovery  concerning  the 
District's  compliance  are  often  thwarted."  United  States  District  Judge  William  B. 
Bryant  recently  summed  up  the  problem. 


"   Campbell  v.  McGruder  and  Inmates  of  D.C.  Jail  v.  Jackson,  Report  of  the  Special  Officer 
Concerning  Medical  Care  at  the  District  of  Columbia  Jail,  February  2,  1994.   See  also.  Campbell  v. 
McGruder  and  Inmates  of  D.C.  Jail  v.  Jackson.  Order  appointing  Special  Officer  at  3  ("Significantly,  the 
Court  finds  that  the  defendants  concealed  .  .  .  violation  of  the  1985  Order  from  the  Court." 

"    Campbell  v.  McGruder  and  Inmates  of  D.C.  Jail  v.  Jackson.  Tlie  Special  Officer's  Interim  Remedial 
Plan  Regarding  Isolation  of  Inmates  with  Suspected  and  Diagnosed  Tuberculosis.  April  29,  1994. 

"   The  District  of  Columbia  is  represented  in  litigation  by  the  Office  of  Corporation  Counsel.   The 
Correctional  Litigation  Unit  of  the  Office  of  Corporation  Counsel  handles  the  prison  cases. 

'^   See  Campbell  v.  McGruder.  Order  Appointing  Special  Officer,  at  4. 

(The  Defendants'  failure  to  file  a  Court  Ordered)  certification 
demonstrates,  once  again,  how  difficult  it  is  for  even  this  Court  to  obtain 
from  the  defendants  reliable  information  necessary  to  monitor  compliance 
with  its  orders.    In  this  regard,  the  Court  also  finds  th.it  the  defendants 
failed  to  produce  in  a  timely  manner  numerous  documents  requested  in 
discovery  which  evidenced  significant  problems  in  the  delivery  of  medical 
and  mental  health  care  at  the  Jail.  This  was  so  even  though  many  of 
these  documents  were  clearly  responsive  to  plaintiffs'  document  requests 
and  were  ordered  to  be  produced  pursuant  to  this  Court's  August  7,  1992 
discovery  Order. 
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You  ask  for  certain  information  and  you  get  horn-swoggled 
on  it,  you  get  misrepresentations,  concealment.  That  doesn't 
take  any  money.  That  doesn't  take  any  resources.   All  it 
takes  is  plain  integrity.** 

Attachment  A  lists  several  examples  in  which  United  States  District  Court  judges 
have  criticized  the  District's  lawyers  for  misconduct  related  to  prison  litigation.-*'  It  is 
important  to  note  that  it  is  unclear  whether  these  incidents  of  misconduct  are  the  result 
of  overworked  lawyers,  an  official  policy  of  obstruction,  or  performance  problems 
associated  with  individual  lawyers.   However,  it  is  clear  that  at  least  some  of  these 
problems  are  the  result  of  the  underfunding  and  understaffing  of  the  Office  of  the 
Corporation  Counsel.   These  problems  are  compounded  by  the  complete  absence  of  any 
internal  review  of  attorney  misconduct. 

III.    Prisoners  are  Harmed  by  the  Failure 
of  the  District  to  Comply  with  Court  Decrees 

There  are  numerous  significant  consequences  that  arise  from  the  failure  of  the 
District  to  properly  manage  its  correctional  system:   the  District  has  a  very  high  rate  of 
recidivism,-**  there  have  been  two  major  riots  in  the  District's  prisons,-*^  and  prisoners 
are  routinely  killed,  maimed,  and  disabled  by  violence  and  a  lack  of  adequate  health 
care.-**  The  profound  impact  that  these  extreme  and  adverse  conditions  have  on 
prisoners  is  difficult  to  fully  describe  in  this  testimony.   The  effect  on  individual 
prisoners'  lives  of  the  District's  failure  to  comply  with  court  orders  designed  to  remedy 
conditions  found  to  be  "cruel  and  unusual"  are  real  and  concrete.   However,  the  adversity 


"   Campbell  v.  McGruder.  C.A.  No.  1462-71  (D.D.C.)(Bryant,  J.);  Inmates  of  D.C.  Jail  v.  Jackson,  C.A. 
No.  75-1668  (D.D.C.)(Bryant,  J.),  Transcript  of  hearing  on  Plaintiffs'  Motion  for  an  Order  to  Show  Cause 
Why  the  Defendants  Should  not  be  Held  in  Contempt,  at  24,  April  6,  1993. 

"   Overview  of  the  Crisis  in  the  District  of  Columbia's  Correctional  System,  in  "Cold,  Harsh,  and 
Unending  Resistance:   the  Distria  of  Columbia  Government's  Hidden  War  Against  its  Poor  and  its 
Homeless'  at  313. 

'*   More  than  1000  parolees  are  returned  to  incarceration  each  year  for  violating  a  condition  of  their 
parole.  "Indices:  A  Statistical  Guide  to  Distria  of  Columbia  Services,'   Office  of  Policy  Evaluation, 
December  1992,  at  350. 

"   '41  Hurt,  14  Buildings  Set  Afire  in  Day  of  Uprising  at  Lorton;  Jail  Crowding  Crisis  Worsens 
Drastically,"   Washington  Post,  July  11,  1986,  at  Al  (Riot  at  Occoquan  Facility  on  July  10,  1986.   During 
the  riot,  prisoners  set  fire  to  their  dormitories  and  to  other  buildings.);  "Slain  Prisoner's  Estate  Sues  D.C," 
Washington  Post,  March  24,  1989,  at  B4  (Riot  at  the  Central  Facility  on  January  20,  1989  during  which  the 
administration  building  was  burned,  a  prisoner  was  murdered,  and  numerous  prisoners  were  seriously 
injured.). 

*   See  discussion  of  individual  damages  cases  infra  at  IV.B. 
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of  the  daily  lives  of  the  District's  prisoners  is  almost  beyond  the  comprehension  of  those 
who  do  not  inhabit  it. 

One  example  of  the  problems  that  have  resulted  from  the  District's  non- 
compliance with  its  constitutional  and  court  ordered  obligations  is  a  deficient  and 
dysfunctional  health  care  system.  The  following  is  a  description  of  the  crisis  in  prison 
health  care  and  is  provided  to  illustrate  the  types  of  conditions  that  arc  the  subject  of  the 
prison  related  litigation. 

Prisoners  frequently  have  a  greater  need  for  health  services  than  members  of  the 
non-incarcerated  community.   Most  prisoners  come  from  poor  communities  and  have  had 
little  or  no  access  to  health  care  prior  to  imprisonment.  At  the  time  of  their 
incarceration,  many  prisoners  suffer  from  significant  untreated,  or  insufficiently  treated 
maladies,  such  as  hypertension,  diabetes,  and  seizure  disorders.^'   Moreover,  a  high 
percentage  of  these  prisoners  are  or  have  been  intravenous  drug  abusers.^"   A  prisoner's 
history  of  intravenous  drug  use  places  her  or  him  at  a  higher  risk  not  only  for  HIV 
infection,  but  also  for  other  blood-borne  diseases,  and  causes  a  deterioration  in  her  or  his 
general  health.'"   The  HIV  epidemic,  the  increasing  incidence  of  tuberculosis  and 
hepatitis  in  prison,  and  the  health  problems  that  result  from  poverty  and  chronic  drug 
abuse  cause  the  members  of  our  local  prison  population  to  suffer  grave  medical 
problems. 

Despite  the  serious  health  problems  that  are  experienced  by  D.C.  prisoners,  the 
prison  health  system  is  severely  understaffed.  The  shortage  of  health  care  providers  is 
exacerbated  by  the  fact  that  many  of  the  front  line  treatment  staff  are  unlicensed, 
inadequately  trained,  and  poorly  supervised  paraprofessionals.''^   As  a  result  of  overwork 


"  The  Depanment  of  Corrections  does  not  keep  statistics  on  the  health  problems  of  prisoners. 
However,  the  D.C.  Prisoners'  Legal  Services  Project  receives  a  substantial  number  of  requests  for 
assistance  from  prisoners  who  suffer  from  serious  chronic  illnesses. 

*"  See,  e^.,  Austin,  Litsky,  McCarthy,  "Crimes  Committed  by  D.C.  Prisoners  After  Imprisonment:   A 
Validation  Assessment  of  the  District  of  Columbia's  Department  of  Corrections  Community  Risk 
Instrument,"  National  Council  on  Crime  and  Delinquency,  May,  1989,  at  6.  This  study  found  that  59.3%  of 
the  incarcerated  Distria  of  Columbia  felons  in  their  sample  "exhibit  longstanding  serious  abuse  based  on 
documentary  evidence  indicating  a  longstanding  pattern,  or  habitual  substance  abuse  behavior  lasting  5 
years  or  more."   In  contrast,  the  study  also  found  that  only  17.3%  of  the  sample  had  no  prior  history  of 
substance  abuse. 

"  The  D.C.  Office  of  AIDS  Activities  estimates  in  its  five  year  plan  that  at  least  16%  of  the 
incarcerated  population  is  infected  with  HIV.   See  District  of  Columbia  Office  of  AIDS  Activities,  District 
of  Columbia  Comprehensive  HIV/AIDS  Plan  1992-1996.  at  230. 

"  The  use  of  unlicensed  medical  staff  has  been  the  subject  of  litigation  at  several  facilities.   See  e.g.. 
Twelve  John  Does  v.  District  of  Q^lumbia.  668  F.  Supp.  20  (D.D.C.  1987),  rev'd  and  vacated.  841  F.2d 

(continued...) 
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and  poor  working  conditions,  many  of  the  physicians  responsible  for  providing  treatment 
are  overwhelmed  and  unresponsive  to  prisoners'  needs. 

There  are  numerous  deficiencies  in  the  prison  health  system.  These  deficiencies 
include: 

>■         chronic  shortages  of  supplies  and  medications  (at  some 

institutions,  inmates  are  given  expired  medications,  in  other 
cases,  prescriptions  of  necessary  medications,  including 
medications  for  psychiatric  illnesses  are  periodically 
interrupted); 

►  lack  of  necessary  emergency  equipment,  such  as  cardiac 
defribulators,  oxygen  tanks,  ambulances,  and  x-ray  machines. 
Much  of  the  available  equipment  is  dysfunctional  or  in 
disrepair; 

►•  inadequate  or  non-existent  emergency  response  plan;'*'' 

►  inadequate  or  non-existent  suicide  prevention  program; 


"(...continued) 
1133  (D.C.  Cir.  1988);   Inmates  of  Modular  Facility  v.  District  of  Columbia.  Civil  Action  No.  90-727 
(D.D.C.);   Inmates  of  Three  Lonon  Facilities  v.  District  of  Columbia.  Civil  Action  No.  92-1208  (D.D.C.). 

"   The  lack  of  an  emergency  response  plan  has,  in  a  number  of  cases,  unreasonably  endangered 
prisoners.   Medical  experts  who  have  evaluated  the  correctional  health  system  have  repeatedly  documented 
instances  where  there  have  been  lengthy  delays  in  response  to  medical  emergencies.    See  e.g..  Robert  L. 
Cohen,  M.D.,  "Review  of  Medical  Services  in  the  Central  Detention  Facility  (CDF)"  September  15,  1993  at 
124-8;  Richard  Belitsky,  M.D.,  "An  evaluation  of  Mental  Health  Services  at  the  Washington,  D.C.  Jail," 
September  15,  1993  at  10-11;  Robert  L.  Cohen,  M.D.,  "Report  on  Medical  Services,  Maximum  Security 
Facility  at  the  Lx)rton  Correaional  Complex,  Distria  of  Columbia  Department  of  Corrections,"  January  25, 
1993  at  17;  Robert  L.  Cohen,  M.D.,  "Report  on  Medical  Services:  Modular  Facility,  Lonon  Correctional 
Complex,"  Oaober  1,  1993  at  20. 

The  Special  Officer  identified  two  deaths  that  may  have  been  caused  by  the  failure  of  the  medical 
staff  to  respond  to  emergencies.    Campbell  v.  McGruder.  Special  Officer's  Report  on  Medical  Care  and 
the  D.C.  Jail  at  101,  February  2,  1994.   Other,  life-threatening  examples  are  listed  in  the  report.   For 
example,  the  Special  Officer's  assistant  observed  a  physician  walk  past  and  ignore  a  prisoner  who  was  lying 
on  a  stretcher  experiencing  a  seizure.    Id.  at  46  note  123.   On  another  occasion,  a  prisoner  with  a  102.2 
degree  fever  waited  more  than  six  hours  to  be  transported  to  the  hospital  for  "emergency"  care.   Id.  at  98. 
Medical  staff  responded  to  one  attempted  suicide   where  a  prisoner  was  found  hanging  in  his  cell  with  no 
medical  equipment  other  than  a  stretcher.   Id.  at  99.   In  another  case,  it  took  the  medical  staff  30  minutes 
after  being  notified  to  respond  to  an  emergency  in  which  an  inm.ite  h.id  been  found  hanging  in  his  cell. 
Id.  at  101. 
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»■  no  sinks  are  available  in  many  examining  rooms  for  physicians 

to  wash  their  hands; 

►■  no  medically  appropriate  facilities  are  available  to  isolate 

prisoners  with  highly  infectious  diseases  such  as  tuberculosis 
or  measles; 

►■  inadequate  screening  for  tuberculosis; 

*■  enormous  delays  in  inmates  obtaining  treatment  by  specialists; 

*•  Prisoners  with  AIDS  receive  terrible  care/'' 

►■  prisoners  confined  to  the  infirmary  are  neglected;'*' 

*■  no  quality  assurance  program;  and 

*■  a  grossly  inadequate  medical  record  keeping  system  wherein 

records  are  frequently  lost  or  misplaced  and  prisoners"  rights 
to  confidentiality  are  not  respected  because  of  the  chronic 
understaffing  of  support  staff/* 


"  The  Special  Officer's  medicai  expert  reported  on  the  treatment  provided  to  prisoners  with  AIDS.   In 
one  case  involving  a  prisoner  with  AIDS  who  had  lung  cancer  that  went  undiagnosed  for  months.  Dr. 
Cohen  found  that  "[t]he  neglea  is  shocking.  The  patient  had  severe  treatable  pain  for  three  months  which 
was  never  appropriately  diagnosed  or  treated."   Robert  L.  Cohen,  M.D.,  "Review  of  Medical  Services  in  the 
Central  Detention  Facility  (CDF),"  Septesnber  15,  1993  at  68,  filed  in  Campbell  v.  McGruder.   Concerning 
another  AIDS  case.  Dr.  Cohen   stated:   "His  care  was  totally  neglectful,  his  severe  infection  was  not 
properly  diagnosed,  and  his  death  was  hastened  by  his  indifferent  (almost  absent)  treatment."    Id.  at  71.   In 
a  third  AIDS  case.  Dr.  Cohen  wrote:  "His  care  was  consciously  deliberately  inadequate  to  his  condition, 
and  put  him  at  enormously  high  but  unnecessary  risk  for  blindness.    He  was  deliberately  refused  essential 
therapy  which  compromised  his  sight  and  his  life."   Id.  at  62. 

"   The  Special  Officer  in  her  February  2,  1994  report  concerning  the  District  of  Columbia  Jail  found 
that  prisoners  housed  in  the  Jail  infirmary  were  ignored  and  confined  in  dangerous,  dirty  and  unhealthy 
conditions.  A  67  year  old  blind  man  was  left  to  sit  alone  in  a  filthy  cell.   Special  Officer's  Report  at  79, 
Campbell  v.  McGruder.  February  2,  1994.   Severely  disabled  prisoners  were  left  for  days  in  filthy  beds.  Id. 
Incontinent  prisoners  were  often  changed  and  cared  for  by  other  prisoners.    Id.   One  paraplegic  infirmary 
patient  fell  during  the  night  and  lay  on  the  floor  for  a  considerable  period  of  time  because  he  had  no  way 
to  notify  staff.   Concerning  the  conditions  in  the  infirmary,  the  Special  Officer  noted:   "'We  have  observed 
callousness,  cruelty  and  an  absence  of  professionalism  by  some  --  although  certainly  not  all  --  of  the 
professional  staff."  Id.  at  80. 

"   The  deficiencies  described  have  all  been  identified  by  correctional  medical  experts  in  the  context  of 
the  various  class  action  prison  cases.   TTie  most  recent  findings  were  revealed  in   the  Expen  Reports  on 
Medical  and  Mental  Health  Services  at  the  District  of  Columbia  Jail,  filed  on  September  15,  1993  in 
Campbell  v.  McGruder,  C.A.  No.  1462-71  (D.D.C.)(Bryant,  J)  Inmates  of  D.C.  Jail  v.  Jackson.  C.A.  No. 

(continued...) 
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An  expert  engaged  by  the  United  States  District  Court  recently  described  the 
health  care  provided  to  prisoners  at  the  Maximum  Security  Facility  as  follows: 

The  medical  care  system  at  Maximum  fails  to  provide 
minimum  levels  of  care  to  prisoners  housed  there.  .  .  .   Every 
aspect  of  the  medical  system  is  defective,  and  contributes  to 
the  denial  of  access.  Sick  call  is  not  available  because 
medical  staff  do  not  go  to  the  cell  blocks  as  required.  .  .  . 
Almost  all  the  medical  care  at  Maximum  is  provided  by 
unlicensed  providers  whose  training  has  not  prepared  them 
for  any  professional  certification.  .  .  .   Emergency  care  is 
extremely  limited.  Prisoners  requesting  emergency  care  are 
often  denied  the  care  without  being  evaluated  by  medical 
practitioners.  .  .  .   Lack  of  adequate  escort  and  transportation 
staff  result  in  .  .  .  unnecessary  death  because  of  delays  in 
transportation  and  treatment.   Critically  ill  prisoners  are  sent 
back  and  forth  to  [the  District  of  Columbia  General  Hospital] 
.  .  .  without  diagnosis  or  treatment,  and  prisoners  are  denied 
basic  emergency  life  support  via  the  911  system.  .  .  .   Dental 
Services  are  not  provided  in  timely  manner  and  patients  with 
painful  dental  problems  must  wait  months  for  evaluation  and 
treatment.   Pharmacy  services  are  inadequate.  .  .  .^' 

The  medical  care  that  is  the  subject  of  these  cases  can  be  characterized  as  nothing 
short  of  callous  and  deliberate  indifference  constituting  cruel  and  unusual  punishment. 


"(...continued) 
75-1668  (D.D.C.)(Bryant,  J.).   See  ajso,  Febniarv/March  1992  Report  of  the  Special  Officer  on  Medical 
Services  and  Mental  Health  Staffing  at  the  Central  Facility  which  was  filed  on  March  13,  1992  in  Twelve 
John  Does  v.  District  of  Columbia.  C.A.  No.  80-2136  (D.D.C.)(Tlie  United  States  District  Court  has 
subsequently  adopted  the  Special  Officer's  report);   Complaint  in  Inmates  of  Tliree  Lonon  Facilities  v. 
District  of  Columbia.  C.A.  No.  92-1208  (D.D.C.)(Green,  J.);  Testimony  of  Charles  Braslow,  M.D.  at  the 
trial  of  Inmates  of  the  Modular  Facilitv  v.  District  of  Columbia.  C.A.  No.  90-727  fD.D.C.)(Green,  J.), 
November  10-24,  1990;  Robert  L.  Cohen,  M.D.,  "Report  on  Medical  Services,  Maximum  Security  Facility 
at  the  Lorton  Correctional  Comple.x,  Distria  of  Columbia  Department  of  Corrections,"  January  25,  1993. 

Robert  L.  Cohen,  M.D.,  "Report  on  Medical  Services,  Maximum  Security  Facility  at  the  Lorton 
Correaional  Complex,  Distrin  of  Columbia  Depanment  of  Corrections,"  January  25,  1993. 

Although  Health  Services  at  the  Maximum  Security  Facility  arc  not  currently  under  Court  Order, 
Dr.  Cohen's  findings  show  the  state  of  disorder  that  prevails  in  health  services  in  the  Department  of 
Corrections. 
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rV.   The  Cost  of  Non-Compliance 

A.    Fines,  Attorneys'  Fees/*  Costs  and  the  Expenses  of  the  Special 
Officer/' 

In  an  effort  to  get  the  District  to  comply  with  Court  orders,  the  Courts  have 
required  the  District  to  pay  substantial  fines.   For  example,  fines  of  more  than  $1.6 
million  were  imposed  in  Twelve  John  Does  v.  District  of  Columbia.'"  and  fines  of  more 
than  $300,000  were  imposed  in  Inmates  of  the  Modular  Facility  v.  District  of 
Columbia.^' 

In  addition,  the  District  has  been  required  to  pay  large  attorneys'  fees  awards:*^ 
more  than  $250,000  in  Twelve  John  Does  v.  District  of  Columbia."  more  than  $850,000 
in  Inmates  of  Occoquan  v.  Barrv.'^  more  than  $750,000  in  Campbell  v.  McGruder  and 
Inmates  of  D.C.  Jail  v.  Jackson;"  and  more  than  $330,000  in  Inmates  of  the  Modular 
Facility  v.  District  of  Columbia.'^ 


**   The  following  does  not  include  fees  and  costs  paid  in  individual  civil  rights  cases  successfully 
litigated  against  the  Distrin  because  of  problems  in  the  Depanment  of  Corrections. 

"  The  Special  Officer  is  appointed  pursuant  to  Fed.R.Civ.P.  53. 

"   Orders  dated  December  13,  1988;  June  29,  1989;  August  7,  1989;  August  15.  1989;  December  17, 
1989;  and  June  30,  1992. 

*'    Order,  June  2,  1992;  Joint  Motion  for  Determination  of  Fines  Pursuant  to  the  Court's  Order  of 
March  5,  1992,  filed  May  18,  1992;  Consent  Order,  November  24,  1993. 

*^  Prevailing  plaintiffs  in  cases  brought  under  the  civil  rights  laws  are  entitled  to  the  p.iymenl  of  their 
attorneys'  fees  by  the  defendant.  42  U.C.S.  §  1988.  Each  of  the  major  class  action  lawsuits  are  civil  rights 
cases. 

"   Orders  dated  November  17,  1988;  June  25,  1980;  and  October  8,  1991 

**   Orders  dated  October  1,  1990;  October  10,  1991;  November.  13,  1992;  December  11,  1992;  and  July 
8,  1993. 

"  See  Orders  dated  May  7,  1984;  August  31,  1988;  November  2,  1988;  January  17,  1989;  and  July  7. 
1994. 

"  See  Orders  dated  January  1,  1991  and  March  4,  1992. 
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Finally,  since  1988,  the  District  has  been  required  to  pay  more  than  $950,000  for 
the  fees  and  expenses  of  the  Office  of  the  Special  Officer." 

B.  Tort  Cases 

The  failure  to  properly  operate  its  prison  system  results  in  substantial  tort 
damages  claims  against  the  District.   For  example: 

►•  The  family  of  a  prisoner  who  died  of  a  bronchial  spasm  after 

having  been  brutally  raped  by  three  other  prisoners,  who  also 
sprayed  cleaning  fluid  in  his  face,  was  awarded  $1,030,002.** 
The  evidence  in  the  case  included  testimony  that  correctional 
officials  observed  the  rape,  and  then  later  saw  the  prisoner 
lying  naked  on  the  floor  of  his  ceil  for  several  hours  before 
taking  any  action  to  assist  him. 

*•  A  $500,000  settlement  was  paid  by  the  District  to  the  family 

of  a  prisoner  who  complained  for  three  days  of  excruciating 
abdominal  pain  but  was  seen  only  by  unlicensed  physician 
assistants  who  diagnosed  him  as  suffering  from  an  upset 
stomach.  Finally,  a  compassionate  correctional  officer 
arranged  for  his  transfer  to  the  D.C.  General  Hospital  where 
his  condition  was  immediately  diagnosed  as  a  small  bowel 
obstruction.   He  died  within  24  hours  of  arriving  at  the 
hospital.   His  condition  should  have  been  diagnosed  easily  by 
qualified  staff  at  the  prison.   It  is  likely  that  he  would  have 
sunaved  if  he  had  received  prompt  treatment." 

►■  A  prisoner  who  was  paralyzed  after  being  stabbed  and  beaten 

by  other  prisoners  won  a  judgment  in  the  amount  of  $950,000 
against  the  District.**  The  Court  found  that  the  District  had 
negligently  failed  to  protect  this  prisoners  from  assault. 


"  This  includes  the  fees  of  the  Special  Officer  and  her  assistants,  her  expenses,  and  the  fees  and  costs 
of  experts  engaged  by  the  Special  Officer.   See  the  record  in  Twelve  John  Does  v.  District  of  Columbia; 
John  Doe  v.  District  of  Columbia:  Inmates  of  the  Modular  Facility  v.  District  of  Columbia;  Inmates  of 
Occoquan  v.  Barry;  Campbell  v.  McGruder  and  Inmates  of  D.C.  Jail  v.  Jackson. 

"   In  re  FInkelstien  v.  District  of  Columbia.  1990  LW  36598  (D.C.  App.  1990);  See  also,  "$1  Million 
Award  Against  D.C.  Upheld,"  Washington  Post,  March  28,  1990,  B3. 

"   Asare  v.  District  of  Columbia.  C.A.  No.  90-1520  (D.D.C.)(Green,  J.). 

*"   District  of  Columbia  v.  Sterling.  578  A.2d  1163  (D.C.    1990). 
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*•  Another  prisoner  who  lost  75%  of  the  use  of  his  body  in  a 

similar  assault  won  $1,000,000."'  The  Court  found  that  the 
District  had  also  negligently  failed  to  protect  this  prisoners 
from  assault. 

►  Another  prisoner  was  awarded  $250,000  for  serious  injuries 
that  he  suffered  when  a  piece  of  the  ceiling  in  the  prison  fell 
on  him.  This  injury  was  found  to  have  been  the  result  of  the 
Department  of  Corrections'  failure  to  maintain  the  prison's 
physical  plant.  The  prisoner's  injuries  were  compounded  by  a 
failure  to  provide  medical  care  in  a  timely  fashion." 

►•  In  another  case,  the  District  paid  $150,000  for  delaying  over  a 

two  year  period  to  diagnose  a  lump  on  a  prisoner's  scalp 
which  later  turned  out  to  be  cancer." 

Unfortunately,  these  are  only  a  few  examples  of  the  dozens  of  cases  that  are  filed 
against  the  District  each  year  that  are  successfully  litigated  to  judgment  or  that  result  in  a 
monetary  settlement.  The  District  of  Columbia  paid  S4.4  million  in  1992  alone  for  claims 
arising  out  of  the  operation  of  its  prisons  and  jails.*"^    It  is  unclear  why  these  expenses 
do  not,  by  themselves,  serve  as  an  incentive  for  the  District  to  reform  its  prisons. 

V.   The  Problems  in  the  Districts 

Correctional  System  are  Caused  by 

Doth  Inept  Management  and  by  a  Laci<  of  Resources 

The  Department  of  Corrections  has  been  the  subject  of  scandal  after  scandal  over 
the  past  year.  News  reports  have  revealed  allegations  that: 

>  prisoners  are  not  properly  screened  for  tuberculosis  and  there 
is  a  tuberculosis  epidemic  in  the  Department  of  Corrections; 

*■         women  prisoners  are  subjected  to  sexual  harassment  by  staff; 


"    District  of  Columbia  v.  Bethel.  567  A.2d  1331  (D.C.    1990).   See  also   "D.C.  Jury  Gives  $1  Million 
to  Stabbed  Inmate;  2nd  Prisoner  to  Win  Such,"  Washington  Post,  October  1,  1987,  Bl. 

"   Distrig  of  Columbia  v.  Mitchell.  533  A,2d  629  (D.C.    1987). 

"   Crawford  v.  District  of  Columbia.  C.A.  92-187]  (D.D.C.)(Hogan,  J.). 

"   "District  Slumps  Under  Liability  Strain,"  Legal  Times,  August  30,  1993,  at  14. 
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►•  large  numbers  of  prisoners  walk  away  from  halfway  houses 

because  the  halfway  houses  are  overcrowded,  dangerous  and 
offer  few  services; 

>         guards  sell  drugs  and  weapons  to  prisoners;  and 

►■  women  correctional  staff  are  subjected  to  sexual  harassment. 

In  response  to  these  scandals  the  Department  of  Corrections  was  recently  given  a 
new  director:  Margaret  Moore.  Although  Ms.  Moore  has  a  very  impressive  background, 
and  appears  to  be  a  strong  and  competent  administrator,  1  am  not  optimistic  that  she  will 
be  able  to  make  the  changes  necessary  for  the  Department  of  Corrections  to  function 
properly.  First,  most  of  the  senior  and  mid-level  managers  that  were  responsible  for  the 
problems  remain  in  their  jobs.  Simply  changing  the  Director  and  one  or  two  senior  staff 
is  not  a  solution. 

Secondly,  and  more  importantly,  neither  the  Mayor  nor  the  District  of  Columbia 
Council  have  displayed  any  willingness  to  address  the  serious  problems  that  confront  the 
agency.   At  a  time  when  many  problems  need  to  be  solved,  the  Department  of 
Corrections'  budget  has  been  cut  by  more  than  $18  million.   A  number  of  the  problems 
confronting  the  Department  of  Corrections  can  be  resolved  with  no  or  few  resources,  but 
others,  such  as  a  shortage  of  correctional  staff,  a  dysfunctional  medical  system,  and  a 
dilapidated  physical  plant,  can  only  be  fixed  with  the  expenditure  of  money. 

A  recognition  of  the  need  for  action,  and  a  commitment  to  solve  the  problems,  is 
required  at  the  highest  levels  of  government.   Ms.  Moore  must  be  given  the  tools 
necessary  to  do  her  job,  including  adequate  funding. 

VII.    Recommendations  for  Action  by  the 
District  of  Columbia 

The  Department  of  Corrections  has  numerous  problems  for  which  extensive 
recommendations  could  be  made.  The  following  points,  however,  are  limited  to  steps 
that  the  District  can  take  to  come  into  compliance  with  its  court-ordered  obligations. 

1.   Independent  Oversight.  The  creation  of  an  independent  board  to  oversee  the 
operation  of  the  Department  of  Corrections.   The  Board  would  monitor  the  Department 
of  Corrections,  issue  reports  and  make  recommendations  to  the  Mayor  and  to  the 
District  of  Columbia  Council.   This  Board  should  be  made  up  of  officials  from  public 
safety  agencies,  citizens  and  prisoners'  rights  advocates.   The  Department  of  Corrections 
has,  for  too  long,  operated  in  the  shadows  with  little  public  attention.   The  Department 
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would  benefit  greatly  from  outside  public  oversight.  Justice  Brandeis  described  the 
benefits  of  public  scrutiny:   "Sunshine  is  said  to  be  the  best  of  disinfectants."** 

2.  Internal  Compliance  Monitor.  The  establishment  of  an  office  in  the 
Department  of  Corrections  to  monitor  the  District's  compliance  with  corrections-related 
court  orders.  This  office  would  be  responsible  for  identifying  compliance  problems  and 
initiating  corrective  action.  This  self  monitoring  would  permit  the  District  to  avoid  costly 
contempt  litigation. 

3.  Review  the  Correctional  Litigation  Unit.  .An  internal  review  of  the 
Correctional  Litigation  Unit  of  the  Office  of  Corporation  Counsel  should  be  immediately 
conducted.  This  review  would  identify  the  source  of  the  problems  in  the  Correctional 
Litigation  Unit  and  recommend  corrective  action.    If  the  cause  of  the  problem  is  a  lack 
of  staff,  additional  staff  should  be  added  to  the  unit.   Corrective  personnel  actions  should 
be  taken  as  appropriate. 

4.  Grants  Office.   The  establishment  of  an  office  in  the  Department  of 
Corrections  that  is  responsible  for  identifying  and  applying  for  federal  and  private  grants. 
There  are  significant  grants  which  might  be  available  to  the  District,  especially  in  the 
areas  of  HIV  infection  and  substance  abuse  treatment.  This  office  would  also  monitor 
the  use  of  grant  funds  to  insure  that  future  grants  are  not  jeopardized  by  the  misuse  of 
initial  funding.  These  additional  funds  are  sorely  needed  to  assist  the  District  to  meet  its 
compliance  obligations  at  a  time  when  District  resources  are  shrinking. 

5.  Provide  Health  Care  Through  a  Public  Health  Department.  Transfer  the 
responsibility  of  managing  the  correctional  health  care  system  from  the  Department  of 
Corrections  to  the  Commission  on  Public  Health.  The  Department  of  Corrections  has 
proven  that  it  is  not  capable  of  running  the  health  care  delivery  system.   Moreover,  a 
unified  system  would  provide  greater  continuity  of  care,  the  opportunity  to  share 
resources  with  other  health  care  providers  employed  by  the  District  and  improve  morale 
among  correctional  health  care  providers. 

6.  Provide  Alternatives  to  Incarceration.   Enact  legislation  that  provides 
alternatives  to  incarceration  and  reduces  or  eliminates  mandatory  minimum  sentences. 
The  District  should  experiment  with  intensive  probation  programs  and  with  programs 
that  provide  drug  offenders  with  treatment  as  part  of,  or  instead  of,  incarceration. 

7.  Emphasize  Rehabilitation.  The  District  must  develop  programs  to  reduce 
recidivism,  and  thereby  reduce  the  prison  population.  This  would  include  intensive 
parole  supervision,  drug  treatment  on  demand,  and  greater  vocational  and  educational 
programs  for  prisoners  while  they  are  incarcerated. 


"   Brandeis,  Other  People's  Monev.  (New  York;  Frederick  A.  Stokes  Company,  1932)  at  92. 
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VII.   The  Federal  Government's  Role 

I  am  a  strong  believer  in  statehood  for  the  District  of  Columbia,  and  in  the 
interim,  in  expanded  home  rule.   I  do  not  favor  a  federal  government  takeover  of 
corrections  or  interference  with  the  management  of  the  agency.   I  continue  to  be  hopeful 
that  District  officials  will  find  the  will  do  resolve  these  problems. 

There  are,  however,  several  things  that  the  federal  government  can  do,  including 
the  following: 

1.  Increase  the  Federal  Payment.  The  District  is  strapped  for  cash.^   It  faces 
enormous  challenges  in  the  operation  of  all  of  its  agencies  because  of  the  financial  crisis. 
Additional  funding  is  necessary  for  the  District  to  get  back  on  its  feet. 

It  is  important  to  note  that  some  of  this  funding  may  be  available  through  federal 
grant  programs.   Historically,  the  District  has  had  a  very  poor  record  in  seeking  and 
winning  competitive  federal  grants  related  to  corrections. 

2.  Fund  Crime  Prevention  Programs  in  the  District.   The  only  solution  to  the 
District's  criminal  justice  crisis  is  prevention.   Funds  for  drug  treatment,  the  improvement 
of  schools,  nutrition  programs,  and  decent  housing  will  do  far  more  to  reduce  crime  than 
more  prisons  and  more  police  ever  will. 

3.  Provide  Technical  Assistance  to  the  Department  of  Corrections.   The  Federal 
Bureau  of  Prisons  does  a  far  better  job  of  running  prisons  than  the  District.  This 
expertise  should  be  made  available  to  the  District  to  aide  District  correctional  officials  in 
training,  planning  and  the  development  of  a  functioning  corrections  program. 

VIII.    Conclusion 

There  has,  for  more  than  23  years,  been  ongoing  litigation  concerning  the 
conditions  in  the  District's  correctional  institutions.*"'   Although  some  progress  has  been 
made,  much  work  remains  to  be  done  before  the  District's  prisons  and  jails  are  reformed 
to  the  point  that  prisoners'  are  not  subjected  to  conditions  that  violate  the  Eighth 
Amendment  to  the  United  States  Constitution.   As  is  demonstrated  in  this  testimony, 
these  constitutional  violations  pose  a  serious  threat  to  the  health  and  safety  of  prisoners, 
as  well  as  to  the  public  health. 


"   Between  1993  and  1994  the  Distria's  tax  revenues  dropped  over  $100  million.   District  of  Columbia 
Fiscal  Year  1995  Executive  Budget  at  Appendix  D-7. 

"   Campbell  v.  McGruder.  CA.  No.  1462-71  {D.D.C.)(Bryant,  J.)  was  filed  in  1971. 
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The  District's  prisons  are  seriously  overcrowded.  The  population  in  the  prisons 
that  are  not  under  court  order  has  dramatically  risen  over  the  past  few  years.^  Even  in 
those  facilities  that  are  under  court  order,  populations  are  much  higher  than  they  should 
be.  The  court  set  the  population  limits  at  the  highest  level  consistent  with  what  is 
required  to  prevent  cruel  and  unusual  punishment,  not  the  level  necessary  to  ensure  a 
safe  and  rehabilitative  environment.  These  court  orders  are  the  minimum  that  the 
United  States  Constitution  requires,  which  is  far  less  than  is  required  by  the  standards 
established  by  correctional  professional  associations,  or  than  is  humane  or  desirable." 

As  a  society,  we  have  an  interest  in  the  operation  of  our  correctional  system  at  a 
level  above  this  minimum  standard.   We  should  seek  to  encourage  rehabilitation, 
promote  the  health  and  safety  of  both  prisoners  and  staff,  and  encourage  prisoners  to  be 
productive  during  the  term  of  their  incarceration.  These  things  cannot  be  done  with  our 
prisons  bursting  at  the  seams. 

The  only  real  solution  to  the  District's  overcrowding  problem,  and  to  the  District's 
perpetual  contempt  of  court  orders,  is  to  reduce  the  level  of  incarceration  in  our 
community.  The  District  must  repair  its  severely  damaged  social  infrastructure  and 
guarantee  young  people  housing,  health  care,  education,  and  the  prospect  of  meaningful 
employment  before  they  are  incarcerated.   Once  a  person  has  entered  the  criminal  justice 
system,  they  must  be  protected  from  brutality  and  violence  and  our  prisons  should  be 
transformed  from  places  of  idleness  and  violence  to  places  of  rehabilitation.   Without 
these  changes,  our  prisons  will  continue  to  be  operated  in  such  a  manner  that  the  District 
will  be  required  to  defend  endless  meritorious  lawsuits  and  motions  for  contempt. 

Pending  these  societal  transformations,  as  is  demonstrated  in  this  testimony,  there 
is  much  that  the  District  can  do  to  improve  prison  conditions.    If  determined  to  do  so, 
the  District  can  meet  its  court-ordered  obligations  and  eventually  be  relieved  of  court 
supervision.   Until  that  occurs,  the  litigation  described  in  this  testimony  serves  to  protect 
prisoners  from  cruel  and  inhumane  conditions. 


"   See  Campbell  v.  McGruder.  Bi-Weekly  Reports  to  the  Coun,  Attachment  1,  Daily  Population 
Reports.   These  reports  show  a  pattern  of  consistent  population  increase  at  the  non-decree  facilities. 

*  The  American  Correaional  Association  promulgates  standards  for  the  operation  of  correaional 
facilities.   See  e.g..  American  Correctional  Association,  Standards  for  Adult  Detention  Facilities,  3rd  ed. 
(March  1991)  and  American  Correctional  Association,  Standards  for  Adult  Correctional  Institutions,  3rd 
ed.  (January  1990).    Tlie  United  States  Court  of  Appeals  held  that  the  Eighth  Amendment  to  the  United 
States  Constitution  requires  far  less  than  the  American  Correctional  Association  standards.   Inmates  of 
Occoquan  v.  Barry,  844  F.2d  828  (D.C.  Cir.  1988). 
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APPENDIX  B 

[Appendix  A  is  on  file  in  the  Committee  office.] 

The  District  of  Columbia  Prison  Cases 

The  conditions  in  the  District's  prisons  has  caused  a  plethora  of  litigation.   The 
following  is  a  description  of  the  major  corrections  cases  that  are  either  pending  or  in 
which  decrees  have  been  entered  concerning  the  District  of  Columbia  correctional 
system. 

A.    Cases  in  Which  Decrees  Have  Been  Entered: 

1.  Campbell  v.  McGruder  C.A.  No.  1462-71  (D.D.C.)(Bryant,  J.),  416  F.  Supp. 
100  (D.D.C.    1975);  416  F.  Supp.  106  (D.D.C.    1975);  416  F.  Supp.  Ill  (D.D.C.  1976); 
affd  in  part  and  remanded.  580  F.2d  521  (D.C.  Cir.  1978);  554  F.  Supp.  562  (D.D.C. 
1982)  and  Inmates  of  D.C.  Jail  v.  Jackson  C.A.  No.  75-1668  (D.D.C.)(Bryant,  J.).  The 
two  oldest  District  of  Columbia  prison  reform  cases  are  Campbell  v.  McGruder  and 
Inmates  of  D.C.  Jail  v.  Jackson.   These  consolidated  class  action  lawsuits  challenge  the 
totality  of  the  conditions  at  the  District  of  Columbia  Detention  Facility.    Campbell  was 
filed  in  1971  on  behalf  of  a  class  that  consists  of  all  pre-trial  detainees  confined  to  the 
Jail.   In  1974  Inmates  was  filed  on  behalf  of  the  class  that  consists  of  the  sentenced 
prisoners  in  the  Jail.'    Following  a  trial  in  1975,  Judge  William  B.  Bryant  held  that  the 
conditions  of  confinement  in  the  D.C.  Jail  were  so  severe  that  they  violated  the  Eighth 
Amendment  prohibition  against  cruel  and  unusual  punishment.  The  Court  found  that 
the  Jail  was  so  overcrowded  that  prisoners  were  being  subjected  to  "both  physical  and 
psychological  damage."^   Over  the  next  almost  20  years,  the  Court  and  the  plaintiffs  have 
engaged  in  a  consistent  effort  to  achieve  reform  at  the  Jail. 

2.  Inmates  of  Qccoquan  v.  Barry.  C.A.  No.  86-2128  (D.D.C.)(Green,  J.);  650  F. 
Supp.  619  (D.D.C.  1986),  rev'd  and  remanded.  844  F.2d  828  (D.C.  Cir.    1988),  suggestion 
for  rehearing  en  banc  denied.  850  F.2d  796  (D.C.  Cir.  1988);  717  F.  Supp.  854  (D.D.C. 
1989).   Following  a  very  serious  riot  in  1986  the  prisoners  confined  to  the  Occoquan 
Facility  filed  this  case  in  an  effort  to  reduce  extreme  overcrowding  and  to  remedy  other 
life  and  health  threatening  conditions.   (See  "41  Hurt,  14  Buildings  Set  Afire  in  Day  of 
Uprisings  at  Lorton;  Jail  Crowding  Crisis  Worsens  Drastically,"   Washington  Post,  July 
11,  1986,  at  Al.)  The  Court  entered  a  preliminary,  and  then  a  permanent  injunction 
requiring  the  District  to  reduce  the  population  and  to  take  specific  action  concerning 
access  to  health  and  mental  health  services,  environmental  health  and  sanitation,  prisoner 
classification,  security,  and  fire  safety.  The  District  appealed  the  case  and  the  Court  of 
Appeals  for  the  District  of  Columbia  Circuit  reversed  and  remanded.   The  case  was 


'    At  the  time  the  lawsuit  was  filed,  the  Jail  was  located  in  a  different  building.   Tlie  new  Jail  was  built 
in  1976  and  the  old  Jail  has  since  been  torn  down.   TTie  old  Jail  was  constructed  in  1872  and  remained  in 
continuous  operation  until  the  construction  of  the  new  Jail. 

^   Memorandum  and  Order,  March  21,  1975  at  2. 
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retried  in  1989  and  again,  the  Court  enjoined  the  District  to  reduce  the  population  and 
to  remedy  specific  unconstitutional  conditions. 

3.  Twelve  John  Does  v.  District  of  Columbia  C.A.  No.  80-2136  (D.D.C.)(Green, 
J.),  668  F.  Supp.  20  (D.D.C.    1987),  rev'd  and  vacated.  841  F.2d  1133  (D.C.  Cir.   1988). 
The  most  comprehensive  of  the  District's  prison  cases  is  Twelve  John  Does  v.  District  of 
Columbia.   In  Twelve  John  Does  the  plaintiffs  seek  to  address  numerous  serious 
problems  at  the  Central  Facility  that  give  rise  to  dangerous  and  unconstitutional 
conditions  of  confinement.   On  April  28,  1982,  the  parties  entered  into  a  detailed,  59- 
page,  Consent  Decree.   The  Consent  Decree  contains,  inter  alia,  specific  provisions  that 
address  overcrowding,  the  conditions  in  the  punitive  confinement  cell  block,  security  and 
contraband  control,  perimeter  surveillance,  correctional  officer  staffing,  environmental 
health  and  sanitation,  fire  safety,  access  to  educational  and  rehabilitative  programs,  and 
access  to  medical  and  mental  health  services.  The  District  has  repeatedly  failed  to 
comply  with  many  of  the  provisions  of  this  decree. 

4.  Inmates  of  the  Modular  Facility  v.  District  of  Columbia   C.A.  No.  90-727 
(D.D.C.)(Green,  J.).    Inmates  of  the  Modular  Facility  is  the  most  recent  of  the  cases  that 
attempts  to  address  overcrowding  in  the  District's  correctional  system.  This  case  was 
brought  on  March  28,  1990  on  behalf  of  the  prisoners  confined  to  the  Modular  Facility. 
Although  the  institution  had  only  been  in  operation  since  1986,  by  1990  it  had  become 
extremely  overcrowded,  dangerous,  and  unhealthful.'   Prisoners  were  routinely  denied 
access  to  health  services,  rehabilitative  programs  and  outside  recreation.   The  case  went 
to  trial  in  November  1990  and  at  the  completion  of  the  plaintiffs'  case,  the  parties  agreed 
to  a  Consent  Decree.  The  Decree  contains  detailed  provisions  including:   a  population 
ceiling,  specified  staffing  of  health  services,  specified  staffing  of  psychological  services, 
procedures  for  the  classification  of  prisoners,  repair  of  the  physical  plant,  improvement  of 
environmental  health  and  sanitation,  the  creation  and  maintenance  of  a  law  library,  and 
the  correction  of  serious  fire  hazards.  The  District  has  been  repeatedly  fined  for  failing 
to  comply  with  provisions  of  the  Modular  decree. 

5.  Green  v.  District  of  Columbia  C.A.  No.  90-793  (D.D.C.)(Hogan,  J.),  134 
F.R.D.  1  (D.D.C.  1991).   Green  was  brought  on  behalf  of  the  class  of  prisoners  that  had 
been  transferred  to  out-of-state,  non-federal  prisons  and  jails  in  order  to  ease  the 
overcrowding  in  the  District's  prisons.  The  transfers  were  pursuant  to  the  Interstate 
Corrections  Compact.''  The  lawsuit  raised  three  issues:   access  to  health  services,  access 
to  law  libraries  and  legal  materials,  and  access  to  educational  and  rehabilitative  programs. 
A  settlement  was  recently  approved  in  this  case. 


'   Although  the  prison  had  been  designed  to  hold  400  prisoners,  on  the  day  that  the  lawsuit  was  filed 
more  than  900  prisoners  were  being  held  in  the  institution.   See  Complaint  for  Declaratory  and  Injunctive 
Relief. 

'   D.C.  Code  §  24-1001  ct  scg. 
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6.  John  Doe  v.  District  of  Columbia.  C.A.  No.  79-1726  (D.D.C.)(Green,  J.);  697 
F.2d  1115  (D.C.  Cir.  1983)  and  841  F.2d  1133  (D.C.  Cir.  1988).  This  case  was  initially 
filed  Eio  se  by  prisoners  confined  to  the  Maximum  Security  Facility.  The  lawsuit  sought 
to  address  problems  in  the  prison,  including  lax  security  and  severe  overcrowding,  which 
had  led  to  an  extremely  high  level  of  violence.  The  law  firm  of  Covington  &  Burling 
agreed  to  represent  the  plaintiffs,  and  after  a  trial  and  an  appeal,  in  March  1984,  the 
parties  agreed  to,  and  the  Court  approved  a  Consent  Decree.  The  Consent  Decree 
establishes  a  population  ceiling,  requires  the  District  to  provide  psychological  care  and 
educational  programs,  establishes  a  program  to  insure  that  prisoners  are  housed  at  the 
appropriate  security  level,  and  requires  other  measures  to  increase  the  security  of 
prisoners  confined  to  the  Maximum  Security  Facility.  The  District  has  paid  more  than 
$1.6  million  in  fines  for  failing  to  comply  with  the  decree  in  this  case. 

7.  Houser  v.  District  of  Columbia.  C.A.  No.  89-11625  (Super.  Ct.  D.C.)  This 
class  action  was  brought  on  behalf  of  all  women  sentenced  under  the  Youth 
Rehabilitation  Act  (YRA);  D.C.  Code  §  24-801  et  sefl.  The  lawsuit  sought  to  address 
the  failure  of  the  Department  of  Corrections  to  provide  rehabilitative  services  to  class 
members  that  are  required  by  the  YRA  and  to  address  inequalities  in  the  treatment  of 
YRA  women  and  men.  The  lawsuit  was  resolved  by  a  Consent  Decree  in  1990.   The 
Consent  Decree  requires  the  District  to  comply  with  the  mandates  of  the  YRA  by 
providing  educational  and  vocational  programs  to  YRA  women. 

8.  Lewis  V.  Freeman.  C.A.  No.  82-1066  (D.D.C.)(Green,  J.)  This  case  was  filed 
by  a  prisoner  in  the  Maximum  Security  Facility  and  sought  to  require  the  District  to 
make  legal  material  available  to  Maximum  Security  Facility  prisoners.   This  case  was 
litigated  pro  se.  The  case  was  settled  by  a  consent  order  which  requires  that  the  District 
maintain  a  law  library  at  the  Maximum  Security  Facility,  and  that  provisions  must  be 
made  for  prisoners  who  are  confined  to  their  cell  blocks,  and  thus  cannot  use  the  library, 
to  have  access  to  legal  materials. 

9.  Walker  v.  District  of  Columbia.  C.A.  No.  90-1411  (D.D.C.)(Sporkin,  J.)  This 
class  action  was  brought  on  behalf  of  the  women  and  men  incarcerated  at  the  Minimum 
Security  Facility  in  order  to  remedy  the  denial  of  their  meaningful  access  to  the  courts. 
Prior  to  the  filing  of  this  case,  the  only  law  library  available  to  inmates  at  the  Minimum 
Security  Facility  was  a  small  miscellaneous  collection  of  out-of-date  and  disorganized  law 
books.   On  April  30,  1991,  the  Court  approved  a  Consent  Order  which  required  the 
District  to  install  and  to  maintain  a  basic  law  library,  to  employ  a  law  librarian,  to 
maintain  an  interlibrary  loan  system  so  that  inmates  have  access  to  materials  not 
available  at  the  prison  law  library,  and  to  provide  a  semi-annual  law  clerk  training 
program  for  prisoners.    In  addition,  since  the  law  library  is  physically  located  in  the  men's 
portion  of  the  prison,  the  decree  requires  the  District  to  implement  procedures  insuring 
that  women  inmates  have  equal  and  adequate  access. 
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10.  Hauhart  v.  District  of  Columbia.  Docket  No.  91-346-DC(N)  (Department  of 
Human  Rights  and  Minority  Business  Development).  This  case,  brought  before  the 
District  of  Columbia  Human  Rights  Commission,  seeks  to  address  the  District's  failure  to 
make  prison  facilities  and  programs  handicapped  accessible.   The  human  rights  complaint 
resulted  in  a  settlement  that  requires  the  District  to  develop  a  plan  to  improve 
accessibility  and  to  insure  that  programs  are  available  for  handicapped  prisoners. 

11.  Clark  V.  District  of  Columbia.  C.A.  No.  81-2027  (D.D.C.)(Green,  J.).   This 
case  was  brought  in  1981  to  improve  conditions  at  the  Youth  Center  (the  institution  for 
young  adults  sentenced  under  the  Youth  Rehabilitation  Act.)  The  settlement  of  this  case 
required  certain  structural  improvements  at  the  Youth  Center  as  well  as  the  employment 
of  additional  security  and  program  staff.   Men  incarcerated  pursuant  to  the  Youth 
Rehabilitation  Act  are  housed  in  this  prison  in  Lorton.   See.  D.C.  Code  §  24-801  et  seg. 

B.   Pending;  Litigation: 

1.  Inmates  of  Three  Lorton  Facilities  v.  District  of  Columbia.  C.A.  No.  92-1208 
(D.D.C.)(Green,  J.).   This  case  challenges  the  adequacy  of  the  medical  services  for 
prisoners  confined  to  the  Youth  Center  and  to  the  Minimum  and  Medium  Security 
Facilities.  The  plaintiffs  allege  that  the  District  is  deliberately  indifferent  to  the  serious 
medical  needs  of  the  prisoners  confined  to  these  prisons.   Amongst  the  problems 
identified  are  inadequate  staff,  the  employment  of  unlicensed  health  care  practitioners, 
lengthy  delays  in  providing  necessary  medical,  psychological  and  dental  care,  inadequate 
emergency  services,  inadequate  supplies  and  an  inadequate  physical  plant.   This  case  was 
filed  on  May  20,  1992  and  is  currently  in  discovery. 

2.  Ellis  V.  District  of  Columbia.  C.A.  No.  91-3041  (D.D.C.)(Bryant,  J.).  This  case 
challenges  constitutional  deficiencies  in  the  parole  system  which  delay  inmates'  release  on 
parole  and  aggravate  the  overcrowding  crisis  in  the  District  of  Columbia  Department  of 
Corrections.   The  lawsuit  addresses  three  problems:   the  failure  of  the  Board  of  Parole  to 
render  initial  parole  determinations  in  a  timely  manner,  the  denial  of  parole  contrary  to 
parole  regulations,  and  the  failure  to  hold  revocation  hearings  in  a  timely  manner.   Cross 
motions  for  summary  judgement  are  pending. 

3.  Women  Prisoners  of  the  District  of  Columbia  Department  of  Corrections  v. 
District  of  Columbia.  C.A.  No.  93-2052  (D.D.C.)(Green,  J.).   This  case,  filed  on  October 
1,  1993,  is  the  most  recent  litigation  seeking  systemic  reform  in  the  Department  of 
Corrections.   In  this  lawsuit,  the  plaintiffs  seek  to  remedy  a  variety  of  significant 
conditions  that  have  a  severe  adverse  impact  on  women  prisoners,  including: 
discrimination  against  women  in  access  to  educational  and  rehabilitative  programs,  an 
atmosphere  and  tolerance  of  sexual  harassment  and  abuse,  inadequate  medical  and 
mental  health  care  and  unreasonably  harsh  conditions  of  confinement.   See  Complaint 
for  Declaratory  and  Injunctive  Relief.   In  addition,  the  Complaint  alleges,  inter  alia,  that 
women  prisoners  with  lower  custody  classification  should  not  be  housed  in  a  maximum 
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security  setting  like  the  Correctional  Treatment  Facility  (CTF).   Women  prisoners  are 
housed  in  that  portion  of  the  facility  which  was  designed  as  a  mental  health  unit.  There 
is  no  facility  in  the  system  designed  to  house  women  serving  long  sentences.   Women  are 
incarcerated  only  at  the  Jail,  the  CTF,  and  the  Minimum  Security  Facility. 

The  trial  in  this  case  concluded  on  July  1,  1994.  The  parties  are  awaiting  the 
Court's  decision. 

C.   Litigation  Concerning  the  Federal  Role  in  Housing  District  of 
Columbia  Prisoners: 

United  States  v.  District  of  Columbia.  C.A.  No.  88-2897  (D.D.C.)(Hogan,  J.). 
Under  District  of  Columbia  law,  all  persons  sentenced  to  incarceration  in  the  Superior 
Court  of  the  District  of  Columbia  arc  made  prisoners  of  the  Attorney  General  of  the 
United  States.   D.C.  Code  §  24-425.   Pursuant  to  the  statute,  the  Attorney  General  must 
designate  prisoners  to  "appropriate  institutions."  Id.  Typically,  this  is  the  District  of 
Columbia  Department  of  Corrections.   In  1988,  the  District  began  to  refuse  to  accept 
prisoners.  The  United  States  sued  the  District  and  obtained  an  injunction  requiring  the 
District  to  accept  prisoners. 
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Ms.  Norton.  Ms.  Meltzer. 

STATEMENT  OF  JUDITH  MELTZER 

Ms.  Meltzer.  Good  afternoon.  I  am  also  a  District  resident  and 
am  employed  as  a  Senior  Associate  at  the  Center  for  the  Study  of 
Social  Policy,  which  is  a  nonprofit  policy  research  and  technical  as- 
sistance organization  located  in  the  District  of  Columbia. 

Our  center  is  the  court-appointed  monitor  for  LaShawn  A  v. 
Kelly,  which  is  a  class  action  lawsuit  against  the  District's  child 
welfare  system  in  which  the  U.S.  District  Court  found  that  the  Dis- 
trict's child  welfare  system  failed  to  protect  children  from  physical, 
psychological  or  emotional  harm.  The  court  held  that  the  District's 
child  welfare  system  was  in  violation  of  Federal  law,  District  law 
and  the  constitutional  rights  of  children. 

Following  this  landmark  decision  in  1991,  the  District  of  Colum- 
bia Government  and  the  plaintiffs  negotiated  a  comprehensive  Re- 
medial Order  which  was  designed  to  address  all  of  the  rnanage- 
ment  and  service  delivery  elements  necessary  to  make  child  wel- 
fare services  effective. 

As  part  of  that  agreement,  the  Center  for  the  Study  of  Social  Pol- 
icy was  appointed  as  the  Monitor.  Although  the  District  agreed  to 
the  Remedial  Order,  it  is  important  to  note  that  they  have  also  ap- 
pealed the  decision  from  the  point  that  it  was  rendered  by  the 
judge.  They  have  appealed  it  to  the  U.S.  Court  of  Appeals  and  then 
subsequently  to  the  U.S.  Supreme  Court. 

It  was  remanded  back  to  the  Federal  District  Court  by  the  U.S. 
Court  of  Appeals.  The  judge  made  some  minor  changes  in  the  Re- 
medial Order  and  the  District  of  Columbia  has  again  appealed 
those  changes.  They  cannot,  however,  stay  the  action  on  the  Reme- 
dial Order  pending  those  appeals. 

Our  Center,  which  traditionally  has  provided  technical  assistance 
to  the  Federal,  State,  and  local  governments  on  management  and 
reform  of  children  and  family  service  systems,  agreed  to  the  role 
of  Monitor  in  the  hopes  of  working  in  partnership  with  the  District 
to  build  an  exemplary  urban  child  welfare  system. 

It  was  our  view  that  the  LaShawn  Remedial  Order  and  the  com- 
mitments of  the  Kelly  administration  to  support  it  could  lead  to 
productive  intergovernmental  and  interagency  collaboration  and  to 
a  major  restructuring  of  the  system.  The  Implementation  Plan  gov- 
erning LaShawn  A.  v.  Kelly  was  completed  in  February  1992,  It 
was  the  result  of  extensive  negotiations  and  discussions  between  us 
and  all  of  the  parties  to  the  lawsuit  and  staff  within  the  District 
Government. 

It  reflected  the  wide-ranging  nature  of  the  problems  and  included 
requirements  for  remedial  action  on  staffing,  training,  management 
information  systems,  quality  assurance,  licensing,  resource  cre- 
ation, court-legal  relationships  and  financial  development,  as  well 
as  reforms  of  all  policies,  procedures  and  social  work  practice. 

In  view  of  the  serious  deficiencies  in  the  system  and  the  urgency 
of  quick  remedial  action  for  children  in  the  District's  custody,  the 
original  Remedial  Order  and  Implementation  Plan  required  that  all 
activities  be  completed  by  June  30,  1994,  with  the  exception  of 
management  information  system  improvements,  which  were  given 
another  six  months,  until  December  31,  1994, 
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We  are  now  over  2  years  into  LaShawn  implementation  and 
close  to  the  time  that  full  compliance  was  to  have  been  achieved. 
However,  implementation  of  the  LaShawn  decree  is  far  from  com- 
plete. Although  much  has  changed,  many  of  the  original  problems 
still  remain. 

From  the  standpoint  of  many  of  the  children  in  the  child  welfare 
system,  their  experiences  and  outcomes  have  not  yet  improved.  The 
2  vears  have  been  marked  by  areas  with  substantial  progress  and 
otners  with  negligible  action  or  where  progress  has  been  too  little 
and  too  slow.  Almost  all  of  the  original  deadlines  have  been  renego- 
tiated at  least  once,  and  many  on  several  different  occasions. 

We  file  quarterly  status  reports  with  the  judge.  The  copy  of  the 
most  recent  one  is  attached  to  my  written  testimony. 

We  do  believe  that  the  presence  of  the  LaShawn  court  order  has 
been  the  catalyst  for  a  number  of  positive  changes.  Most  notable 
among  the  District's  accomplishments  are  instituting  a  recruitment 
effort  for  social  workers  which  raised  the  entry  level  salary  for  so- 
cial worker  staff  and  increased  the  number  of  social  workers  by  100 
in  the  first  year  of  implementation.  This  is  a  sizable  increase,  but 
it  is  only  a  first  step  and  despite  continued  hiring  in  the  second 
year,  retention  problems  have  until  very  recently  prevented  addi- 
tional net  increases  in  staffing  levels. 

Additionally,  they  have  increased  the  payment  levels  for  foster 
care  providers  which  had  been  significantly  below  national  stand- 
ards. 

Third,  the  District  has  developed  and  begun  to  provide  preservice 
and  in-service  training  to  frontline  and  supervisory  staff. 

Fourth,  the  District  has  begun  to  make  interim  improvements  to 
its  data  system  with  the  assistance  of  Freddie  Mac,  so  that  they 
can  now  accurately  determine  where  children  are  in  the  foster  care 
system  and  they  can  more  accurately  make  payments  to  foster  care 
providers. 

Fifth,  they  have  designed  and  implemented  a  family  preservation 
services  program  with  assistance  from  the  Edna  McConnell  Clark 
Foundation,  to  provide  intensive  services  to  families  in  their  own 
homes  in  order  to  avoid  foster  care  placement. 

Finally,  they  have  revitalized  the  department's  adoptions  pro- 
-am which  had  been  without  an  administrator  and  was  woefully 
inadequately. 

These  are  significant  building  block  accomplishments,  but  the 
frustration  for  all  of  us  involved  in  this  effort  is  that  they  are  only 
the  first  steps  toward  developing  an  adequate  child  welfare  system. 
Despite  hard  work  by  the  staff  at  the  Department  of  Human  Serv- 
ices, there  remain  a  large  number  of  important  actions  that  have 
not  been  adequately  addressed. 

Throughout  the  past  2  years,  there  have  been  continued  delays 
in  the  District's  completion  of  actions  previously  negotiated  and 
agreed  upon,  even  when  completion  dates  have  oeen  renegotiated 
several  times.  As  a  result,  the  plaintiffs  in  this  case  have  filed  a 
motion  for  contempt,  which  was  heard  by  the  judge  on  May  6, 
1994,  and  is  currently  pending. 

Major  areas  in  which  progress  has  been  too  slow  include  the  lack 
of  appropriate  placement  resources.  As  of  the  end  of  March,  there 
were  still  136  children  placed  in  foster  homes  in  excess  of  licensed 
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capacity  and  380  children  living  in  198  unlicensed  homes.  The 
number  of  children  coming  into  foster  care  each  month  continues 
to  grow  and  there  has  not  been  a  parallel  effort  to  increase  the 
numbers  and  kinds  of  placement  resources  available. 

Much  more  needs  to  be  done  to  aggressively  develop  appropriate 
and  licensed  placement  resources  for  children.  This  is  not  a  fiscal 
issue,  because  the  District  is  obligated  to  pay  for  the  care  anyway. 
In  fact,  the  lack  of  licensed  facilities  reduces  their  ability  to  claim 
Federal  Title  IV-E  funds,  which  can  only  be  claimed  for  licensed 
facilities,  and  often  forces  the  District  to  pay  for  more  expensive 
care,  for  example,  in  emergency  facilities  and  out  of  State  residen- 
tial treatment. 

The  second  problem  area  has  been  that  efforts  to  maximize  avail- 
able Federal  revenue  have  been  too  little  and  too  slow.  From  the 
start,  the  District  has  been  unable  to  sustain  an  intensive  and  co- 
ordinated effort  to  fully  maximize  all  potential  Federal  revenue 
from  Title  IV-A,  IV-E,  and  Medicaid.  We  believe  much  of  the  fail- 
ure has  resulted  from  the  lack  of  a  coordinated  government-wide 
strategy  and  insufficient  management  and  technical  resources  de- 
voted to  this  effort. 

The  District  has  recently  requested  assistance  from  the  Federal 
Government,  which  is  a  welcome  step,  but  we  continue  to  be  con- 
cerned about  the  lack  of  internal  capacity  to  quickly  implement  the 
accountability,  management  and  practice  changes  necessary  to  in- 
crease the  Federal  revenues. 

Third,  on  staffing,  social  work  caseloads,  although  they  have 
come  down,  are  still  approximately  double  the  established  profes- 
sional standards  that  were  incorporated  into  the  court's  order.  The 
lack  of  progress  in  caseload  reduction  is  primarily  due  to  persistent 
problems  related  to  worker  retention.  This  is  a  critical  issue  be- 
cause unless  there  can  be  continued  progress  on  reducing  case- 
loads, we  cannot  expect  the  workers  to  do  all  of  the  activities  nec- 
essary to  protect  children  and  preserve  families. 

Fourth,  there  have  been  delays  in  developing  and  implementing 
revised  policies  and  procedures  on  the  delivery  of  services  to  fami- 
lies and  children.  The  Implementation  Plan  originally  required  the 
development  of  revised  policies  and  procedures  in  the  first  nine 
months.  This  was  an  ambitious  schedule,  but  new  policies  were 
presumed  to  be  the  first  step  in  a  process  to  change  front  line  prac- 
tice. However,  after  2  years,  the  District  is  still  finalizing  these 
policies. 

In  summary,  while  we  believe  that  the  District  government  is 
committed  to  implementing  the  LaShawn  A.  decree,  we  continue  to 
be  very  concerned  about  the  slow  pace  of  progress  and  the  ongoing 
need  to  enhance  the  internal  capacity  of  the  government  as  a  whole 
to  address  the  complex  restructuring  that  is  necessary  for  effective 
reform. 

Implementing  the  LaShawn  court  order  is  not  something  that 
the  Commission  on  Social  Services  or  DHS  can  do  on  their  own  no 
matter  how  hard  they  try.  It  requires  action  with  a  sense  of  ur- 
gency, not  only  by  the  human  services  agency,  but  from  the  Depart- 
ment of  Administrative  Services,  the  Department  of  Personnel,  the 
Department  of  Consumer  and  Regulatory  Affairs,  the  Department 
of  Finance,  and  the  Office  of  the  Mayor. 
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Improving  the  child  welfare  system  is  not  just  about  increasing 
financial  resources,  but  will  require  structural  changes  in  govern- 
ment's capacity  to  effectively  deliver  services  to  children  in  need. 

As  Monitors,  we  will  continue  to  assess  progress  in  completing 
the  process  tasks,  but  more  importantly,  we  need  to  begin  to  assess 
the  impact  of  the  changes  on  the  children  in  care. 

We  will  also  continue  to  encourage  the  District  to  seek  out  and 
fully  utilize  technical  assistance  available  from  the  Federal  Govern- 
ment and  from  others  across  the  country  who  have  expertise  to 
share  and  who  have  faced  similar  problems  in  trying  to  operate 
high  quality  urban  child  welfare  systems. 

Thank  you. 

Ms.  Norton.  Thank  you  very  much,  Ms.  Meltzer. 

[The  prepared  statement  of  Judith  W.  Meltzer  follows:] 
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I  am  Judith  W.  Meltzer,  Senior  Associate  at  the  Center  for  the  Study  of  Social  Policy,  a  non- 
profit policy,  research  and  technical  assistance  organization  located  in  the  District  of  Columbia. 
The  Center  for  the  Study  of  Social  Policy  is  the  Court-appointed  Monitor  for  LaShawn  A.  v. 
Kelly,  a  class  action  lawsuit  against  the  District's  child  welfare  system  that  was  successfully 
litigated  in  1991  by  the  American  Civil  Liberties  Union's  (ACLU)  Children's  Rights  Project. 
After  a  highly  publicized  trial  in  which  U.S.  District  Court  Judge  Thomas  J.  Hogan  found  that 
the  District's  child  welfare  system  failed  to  protect  children  from  physical,  psychological  or 
emotional  harm,  the  Court  held  that  the  District's  child  welfare  system  violated  Federal  law  (the 
Adoption  Assistance  and  Child  Welfare  Act  of  1980  [P.L.  96-272]  and  the  Child  Abuse 
Prevention  and  Treatment  Act);  District  law  (the  Prevention  of  Child  Abuse  and  Treatment  Act 
of  1977  [D.C.  2-22]);  and  the  constitutional  rights  of  children. 

Following  this  landmark  decision,  the  District  of  Columbia  government  and  the  ACLU 
negotiated  a  comprehensive  Remedial  Order  which  was  designed  to  address  all  of  the 
management  and  service  delivery  elements  necessary  to  make  child  welfare  services  effective. 
As  part  of  that  agreement,  the  Center  for  the  Study  of  Social  Policy  was  appointed  as  Monitor 
with  responsibility  for  developing  a  detailed  and  binding  Implementation  Plan  with  specific  tasks 
and  timelines  and  for  ongoing  monitoring  of  the  District's  progress.  The  Center,  which 
traditionally  has  provided  technical  assistance  to  the  federal,  state  and  local  governments  on 
management  and  reform  of  children  and  family  service  systems,  agreed  to  this  role  in  the  hopes 
of  working  in  partnership  with  the  District  to  build  an  exemplary  urban  child  welfare  system. 
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It  was  our  view  that  the  LaShawn  Remedial  Order  and  the  commitments  of  the  Kelly 
Administration  to  support  it  could  lead  to  productive  intergovernmental  and  interagency 
collaboration  and  to  a  major  restructuring  of  the  District's  child  welfare  system. 

The  Implementation  Plan  governing  LaShawn  A.  v.  Kelly  was  completed  in  February,  1992  and 
was  the  result  of  extensive  discussion  and  negotiations  among  all  parties.  It  reflected  the  wide 
ranging  nature  of  the  problems  and  included  requirements  for  remedial  action  on  staffing, 
training,  management  information  systems,  quality  assurance,  licensing,  resource  creation,  court- 
legal  relationships,  and  financial  development,  as  well  as  reform  of  policies,  procedures  and 
social  work  practice  for  protective  services  intake  and  investigations,  services  to  families  and 
children,  out-of-home  placement  and  adoptions.  Recognizing  the  serious  deficiencies  in  the 
system  and  the  urgency  of  quick  remedial  action  for  children  in  the  District's  custody,  the 
original  Remedial  Order  and  Implementation  Plan  required  that  all  activities  with  the  exception 
of  the  MIS  improvements  be  completed  by  June  30,  1994,  and  that  MIS  improvements  be 
completed  by  December  31,  1994. 

We  are  now  over  two  years  into  LaShawn  implementation  and  close  to  the  time  that  full 
compliance  was  to  have  been  achieved.  Implementation  of  the  LaShawn  Decree  is  far  from 
complete.  Although  much  has  changed,  many  of  the  original  problems  still  remain.  From  the 
standpoint  of  the  many  children  in  the  child  welfare  system,  their  experiences  and  outcomes  have 
not  yet  improved.  The  two  years  have  been  marked  by  areas  with  substantial  progress  but  many 
other  areas  with  negligible  action  or  where  progress  has  been  too  little  and  too  slow.  Almost 
all  of  the  original  deadlines  have  been  renegotiated  at  least  once  and  many  on  several  different 
occasions.  Attached  to  this  testimony  is  the  most  recent  quarterly  status  report  we  provided  to 
the  Court  on  the  District's  progress  in  implementing  LaShawn  A.  v.  Kellv  (Quanerly  Progress 
Report  as  of  March  31,  1994). 

We  believe  that  the  presence  of  the  LaShawn  Court  Order  has  been  the  catalyst  for  a  number 
of  positive  changes.   Most  notable  among  the  District's  accomplishments  are: 
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•  Instituting  a  recruitment  effort  for  social  workers  which  raised  the  entry  level  salary  for 
social  work  staff  and  increased  the  number  of  social  workers  by  100  in  the  first  year  of 
LaShawn  implementation.  This  is  a  sizable  increase  but  only  a  first  step,  and  despite 
continued  hiring  in  the  second  year,  retention  problems  until  very  recently  prevented 
additional  net  increases  in  staffing  levels  (see  Figure  1). 

•  Increasing  the  payment  levels  for  foster  care  parents  which  had  been  significantly  below 
national  standards. 

•  Developing  and  beginning  to  provide  pre-service  and  in-service  training  to  front-line  and 
supervisory  staff. 

•  Making  interim  improvements  to  the  data  system  (with  assistance  from  Freddie  Mac)  so 
that  it  is  now  possible  to  know  how  many  children  are  in  foster  care  and  where  they  are 
placed  (information  that  was  previously  unavailable  or  unreliable).  This  also  entailed 
instituting  payment  controls  to  correct  a  longstanding  problem  of  payment  to  some 
providers  when  children  were  no  longer  in  their  care. 

•  Designing  and  implementing  a  family  preservation  services  program  (with  assistance 
from  the  Edna  McConnell  Clark  Foundation)  to  provide  intensive  services  to  families  in 
their  own  homes  in  order  to  avoid  foster  care  placement. 

•  Revitalizing  the  Department's  adoptions  program  which  had  been  without  an 
administrator  and  was  woefully  inadequate. 

These  are  significant  building  block  accomplishments  but  the  frustration  for  all  involved  has  been 
that  they  are  only  the  first  steps  toward  improving  the  quality  of  care  for  children  and  families 
in  the  child  welfare  system.  Despite  hard  work  by  the  staff  at  the  Department  of  Human 
Services,  there  remain  a  large  number  of  important  actions  that  have  not  yet  been  adequately 
addressed.  Throughout  the  past  two  years,  there  have  been  continual  delays  in  the  District's 
completion  of  actions  previously  negotiated  and  agreed  upon,  even  when  completion  dates  have 
been  renegotiated  several  times.  As  a  result,  the  plaintiffs  in  this  case  filed  a  motion  for 
contempt  which  was  heard  by  the  Court  on  May  6,  1994,  and  is  currently  pending  before  Judge 
Hogan.   The  major  areas  in  which  progress  has  been  too  slow  include: 

•  Lack  of  appropriate  placement  resources 

As  of  the  end  of  March,  1994,  there  were  still  136  children  placed  in  foster  homes  in 
excess  of  licensed  capacity  and  380  children  living  in  198  unlicensed  homes.    The 
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solutions  to  this  problem  are  twofold:  improving  the  bureaucratic  processes  (between  the 
Department  of  Human  Services  and  the  Department  of  Consumer  and  Regulatory  Affairs) 
to  insure  timely  licensing  and  relicensing  of  foster  homes  and  creating  new  resources  to 
meet  the  growing  demands  for  out-of-home  care.  The  number  of  children  coming  into 
foster  care  each  month  continues  to  grow  and  there  has  not  been  a  parallel  effort  to 
increase  the  numbers  and  kinds  of  placement  resources  available.  Many  children  need 
therapeutic  foster  care  and  foster  homes  to  accommodate  special  physical  and  emotional 
needs.  The  lack  of  appropriate  resources  has  meant  that  children  often  remain  in 
emergency  and  stopgap  facilities  for  periods  far  longer  than  are  acceptable  and  many 
experience  multiple  placements.  Much  more  needs  to  be  done  to  aggressively  develop 
appropriate  and  licensed  placement  resources  for  children.  This  is  not  a  fiscal  issue  since 
the  District  pays  for  the  care  anyway  and,  in  fact,  the  lack  of  licensed  facilities  reduces 
Federal  Title  IV-E  funds  and  the  lack  of  appropriate  resources  often  forces  the  District 
to  pay  for  more  expensive  care  (e.g.,  emergency  facilities  and  out-of-state  residential 
treatment). 

Efforts  to  maximize  available  federal  revenue  have  been  too  little  and  too  slow. 

One  of  the  problems  that  we  have  identified  from  the  start  has  been  the  failure  of  the 
District  to  sustain  an  intensive  and  coordinated  effort  to  fully  maximize  all  potential 
federal  revenue  from  Titles  IV- A  (Emergency  Assistance),  IV-E  (Child  Welfare  and 
Adoption  Assistance)  and  XIX  (Medicaid)  of  the  Social  Security  Act.  We  believe  that 
much  of  the  failure  has  resulted  from  the  lack  of  a  coordinated  government-wide  strategy 
and  insufficient  management  and  technical  resources  devoted  to  this  effort.  The  District 
has  recently  requested  assistance  from  the  federal  government  which  is  a  welcome  step 
but  as  Monitors,  we  continue  to  be  concerned  about  the  lack  of  internal  capacity  to 
quickly  implement  the  accountability,  management  and  practice  changes  necessary  to 
increase  federal  revenues. 

Staffing 

Social  work  caseloads  are  still  approximately  double  the  established  professional 
standards  that  were  incorporated  into  the  Court's  Order,  primarily  due  to  persistent 
problems  related  to  worker  retention.  The  size  of  caseloads  directly  impacts  the  quality 
of  practice  because  workers  with  unreasonable  caseloads  cannot  be  expected  to  complete 
investigations  thoroughly  and  on  time;  cannot  provide  necessary  case  management  and 
services  to  keep  families  together  or  reunify  children;  nor  can  they  adequately  visit 
children  and  properly  supervise  their  care  in  foster  homes  and  other  out-of-home 
placements.  Figure  1  (attached)  shows  social  work  staffing  levels  over  the  life  of 
LaShawn  implementation  as  compared  with  established  hiring  targets.  The  District 
initiated  a  second  recruitment  drive  this  Spring  and  is  expecting  many  new  social  workers 
this  summer.  Forty-eight  (48)  new  workers  were  hired  in  June  and  if  equal  attention  is 
now  given  to  instituting  practices  to  retain  these  workers,  progress  can  be  made  on 
reducing  caseloads. 
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•         Delays  in  developing  and  implementing  revised  policy  and  procedures  in  the  delivery  of 
services  lo  children  and  families. 

The  Implementation  Plan  originally  required  that  the  development  of  revised  policy  and 
procedures  to  conform  to  the  practice  standards  of  the  Remedial  Order  be  completed  in 
the  first  nine  months.  This  was  an  ambitious  schedule  but  new  policies  were  presumed 
to  be  the  first  step  in  a  process  to  change  frontline  practice.  However,  after  2  years,  the 
District  is  still  finalizing  these  policies.  Once  finalized,  there  remains  considerable  work 
ahead  in  developing  procedures  and  training  new  and  existing  workers  on  the  revised 
policies.  This  is  a  critically  important  task  for  translating  the  required  changes  into 
improved  service  delivery  as  it  affects  children  and  families. 

In  summary,  while  we  believe  that  the  District  government  is  committed  to  implementing  the 
LaShawn  A.  Decree,  we  continue  to  be  very  concerned  about  the  slow  pace  of  progress  and  the 
ongoing  need  to  enhance  the  internal  capacity  of  the  government  as  a  whole  to  address  the 
complex  restructuring  that  is  necessary  for  effective  reform.  Implementing  the  LaShawn  Court 
Order  is  not  something  that  the  Commission  on  Social  Services  or  even  DHS  can  do  on  their 
own,  no  matter  how  hard  they  try.  It  requires  action  with  a  sense  of  urgency  not  only  by  the 
human  services  agency  but  also  from  the  Department  of  Administrative  Services,  the  Department 
of  Personnel,  the  Department  of  Consumer  and  Regulatory  Affairs,  the  Department  of  Finance, 
and  the  Office  of  the  Mayor.  Improving  the  child  welfare  system  is  not  just  about  increasing 
financial  resources  but  will  require  radically  changes  in  government's  capacity  to  effectively 
deliver  services  to  families  and  children  in  need. 

As  Monitors,  we  will  continue  to  assess  progress  in  completing  the  process  tasks  required  under 
the  Order  but  more  importantly,  we  will  assess  the  impact  of  changes  on  outcomes  for  children 
in  the  District's  custody,  families  requiring  protective  intervention,  foster  families  and  other 
partners  in  the  child  welfare  system.  We  will  also  continue  to  encourage  the  District  to  seek  out 
and  fully  utilize  technical  assistance  available  from  the  Federal  government  and  from  others 
across  the  country  who  have  expertise  to  share  and  who  have  faced  similar  problems  in  trying 
to  operate  high  quality  urban  child  welfare  systems. 
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Ms.  Norton.  As  with  the  other  witnesses,  I  would  like  to  try  to 
put  the  District  in  some  context.  Your  three  areas  are  probably  the 
most  troubling  areas  for  every  large  city. 

For  example,  there  has  been  a  GAO  report  on  foster  care  looking 
at  three  large  States  that  concluded  that  the  epidemic  of  young 
parents  on  drugs  has  sent  foster  care  over  the  side  in  virtually 
every  location  in  the  United  States  where  there  are  poor  people. 

From  the  time  when  I  was  litigating  as  a  constitutional  lawyer, 
it  appeared  that  virtually  every  prison  system  in  the  country  was 
under  a  court  order. 

With  the  explosion  of  homelessness  and  the  deinstitutionalization 
pressures,  mental  health  has  become  a  major  problem  in  the  Unit- 
ed States.  Is  the  District  any  different  from  other  cities  except  that 
it  has  a  very  active  public  interest  bar  in  town? 

Ms.  SCHLOSBERG.  I  can  only  speak  in  terms  of  mental  health  liti- 
gation or  litigation  involving  people  with  mental  disabilities,  in- 
cluding developmental  disabilities.  There  are  many  court  orders 
throughout  the  country.  Many  cases  were  filed.  The  Dixon  case  was 
one  of  the  first  cases  filed  following  Wyatt  v.  Stickney  in  the  early 
seventies. 

Many  of  those  cases,  though,  have  been  resolved  and  closed.  We 
were  looking  at  our  list  last  night.  I  think  Wyatt  is  perhaps  the 
only  older  case  that  is  still  in  active  litigation. 

There  are  many  other  cities  and  jurisdictions  throughout  the 
country,  though,  that  have  moved  toward  the  development  of,  and 
successfully  developed,  community  services  that  are  effective  in 
treating  people  with  serious  mental  illness  and  providing  support 
for  them,  and  they  have  done  it  without  the  impetus  of  litigation. 
Philadelphia  is  one  example.  South  Carolina  is  another  that  is 
moving  that  way.  Rhode  Island  is  another. 

So  I  don't  believe  the  District  is  unique,  but  I  think  there  have 
been  some  problems  unique  in  terms  of  the  city's  response  that 
have  made  it  much  more  difficult  than  it  needed  to  be. 

We  have  the  mental  health  technology.  We  have  looked  at  the 
system.  We  had  somebody  back  in  1989  look  at  the  Commission's 
budgeting  practices  and  identified  many  of  the  problems  that  were 
talked  about  here  this  morning  in  terms  of  the  lack  of  accountabil- 
ity, the  deficit  spending,  the  unrealistic  projections  of  revenues, 
and  all  those  things. 

We  have  looked  at  the  system  so  carefully  and  so  closely  that  we 
know  what  the  problems  are  and  we  know  how  to  solve  tnem.  The 
problem  is  getting  action  to  solve  them. 

Ms.  Meltzkr.  I  want  to  say  urban  child  welfare  systems  across 
the  Nation  are  in  trouble.  The  District  is  not  different  from  them 
in  that  regard.  The  difference,  and  one  of  the  reasons  that  we  be- 
lieve that  there  was  so  much  potential  with  the  LaShawn  order,  is 
that  the  District  system  is  a  relatively  small  one. 

There  are  lawsuits  in  other  child  welfare  systems — New  York 
City,  for  example — ^but  there  are  47,000  children  in  foster  care  in 
New  York  City,  as  compared  to  2,200  in  the  District  of  Columbia. 

Ms.  Norton.  The  District's  growth  rate  has  been  extraordinary, 
though. 

Ms.  Meltzer.  Actually,  it  has  not.  When  the  lawsuit  was  origi- 
nally litigated,  there  were  reputed  to  be  2,400  children  in  foster 
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care.  It  was  subsequently  determined  that  the  figure  was  probably 
closer  to  1,600  to  1,800,  and  it  has  then  been  growing  since,  so  it 
is  now  up  to  2,200  again. 

The  foster  care  caseload  has  been  growing.  There  is,  across  the 
Nation,  an  increase  in  abuse  and  neglect,  which  is  particularly  fo- 
cused in  urban  areas. 

The  real  answer,  as  was  said  by  the  witness  who  talked  about 
the  prison  system,  is  not  necessarily  improving  the  quality  of  foster 
care,  but  changing  the  system  so  that  more  effort  and  more  re- 
sources are  devoted  at  the  front  end  to  serving  families,  to  preserv- 
ing families,  and  to  providing  services  so  the  children  do  not  have 
to  be  taken  away  from  their  families.  Those  are  the  kinds  of  major 
restructurings  that  have  to  occur. 

Ms.  Norton.  Is  that  happening  as  a  part  of  the  court  order? 

Ms.  Meltzer.  There  is  a  piece  of  the  court  order  that  is  requiring 
that.  Certainly  the  court  order  immediately  required  the  beginning 
of  family  preservation  services,  which  the  District  has  started.  We 
believe  that  the  District  probably  needs  to  expand  family  preserva- 
tion services  over  the  next  couple  of  years,  and  I  believe  they  are 
interested  in  doing  that  as  well. 

But  a  lot  of  the  staffing  requirements  of  the  order  directly  ad- 
dress prevention  services  because  you  cannot  get  out  there  and  pro- 
vide services  to  families  and  to  children  and  help  to  reunify  chil- 
dren if  they  are  in  foster  care  unless  the  caseloads  are  down  and 
the  workers  can  work  with  the  families. 

Mr.  Smith.  I  would  just  like  to  echo  with  regard  to  prisons  what 
has  been  said  by  the  other  two  witnesses.  It  is  true  that  across  the 
country,  there  is  a  great  deal  of  prison  litigation.  There  is  a  great 
variety  of  the  kinds  of  conditions  in  prisons,  some  better  than  the 
District,  some  worse.  I  am  more  familiar,  obviously,  with  the  Dis- 
trict since  this  is  the  prison  system  I  litigate  in. 

What  is  most  remarkable  about  the  District's  response  to  litiga- 
tion is  the  defiance  of  the  court  orders.  I  think  that  is  what  is  most 
troubling.  It  is  not  that  the  District  has  the  problems  that  is  the 
surprise.  It  is  the  reaction  of  the  District,  the  resistance  to  the 
court  orders,  as  you  pointed  out  earlier.  There  is  no  effort  made  to 
settle. 

Plaintiffs  are  rebuffed  at  the  beginning,  when  settlement  might 
be  cheap,  when  greater  flexibility  might  be  built  into  settlement 
agreements  than  might  be  the  case  later,  after  full  litigation  of  the 
issue. 

They  defy  the  court  orders.  They  lie  about  defying  the  court  or- 
ders. The  deadlines  are  honored  in  the  breach  more  than  they  are 
in  the  observance.  That  is  what  is  really  remarkable. 

We  have  been  at  this  for  more  than  20  years  with  the  District's 
prisons.  In  many  cases  the  conditions  have  not  improved  at  all. 

It  is  not  surprising,  given  the  problems  in  the  city,  that  there  is 
an  explosion  in  the  prison  population.  It  is  not  surprising  that  a 
lot  of  people  are  incarcerated.  What  is  surprising  is  the  unwilling- 
ness of  the  District  to  recognize  the  problems  and  to  work  with  the 
plaintiffs,  the  plaintiffs'  counsel,  and  the  courts,  to  get  the  prob- 
lems resolved,  rather  than  digging  in  their  heels  and  just  simply 
being  defiant. 
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Ms.  Norton.  Does  Uje  failure  to  comply  come  from  lack  of  money 
or  quality  of  personnel  or  service?  How  do  you  account  for  the  Dis- 
trict's resistance? 

Mr.  Smith.  I  think  it  comes  from  three  areas,  and  I  am  hoping 
with  Ms.  Moore  we  will  see  some  change  in  attitude.  There  has 
been  a  lack  of  recognition  in  the  Department  of  Corrections,  and 
amongst  the  officials  superior  to  the  Corrections  Director,  that  the 
problems  exist. 

There  has  been  a  culture  of  no  one  being  held  accountable  or  re- 
sponsible in  the  agencies.  When  people  file  false  reports,  nothing 
happens  to  them.  When  people  do  not  meet  court-ordered  obliga- 
tions, nothing  happens  to  them.  There  is  no  one  who  is  ultimately 
on  the  line  for  the  failure  of  the  District  to  do  what  it  is  going  to 
do. 

Second,  there  is  a  lack  of  technical  competence.  People  are  doing 
jobs  they  do  not  know  how  to  do;  maybe  they  could  be — some  peo- 
ple are  competent,  some  are  not,  even  with  training.  There  is  no 
attempt  made  to  bring  that  type  of  competence  into  the  agency. 

Again,  Ms.  Moore  has  a  very  good  reputation  from  Pennsylvania. 
We  are  hopeful  that  she  will  do  that. 

Third,  there  is  a  lack  of  resources.  The  Department  of  Correc- 
tions cannot  do  the  job  that  it  has  to  do  with  the  funds  that  are 
available.  There  are  enormous  staffing  shortages  that  pose  very 
significant  risks  to  prisoners,  staff,  and  the  community  at  some  of 
the  institutions. 

There  are  serious  problems  with  public  health  and  the  preven- 
tion of  public  health  epidemics,  particularly  HIV  and  tuberculosis. 
Those  things  are  going  to  cost  money  to  fix.  The  resources  simply 
are  not  available  in  the  District's  budget  to  do  that,  or  at  least  in 
the  Department  of  Corrections  budget  to  do  that. 

Some  money  could  be  saved  through  efficiency.  This  is  a  signifi- 
cant point.  The  Department  of  Corrections  has  a  poor  record  in  ob- 
taining competitive  grants  from  the  Federal  Government,  particu- 
larly for  drug  treatment,  HIV-related  and  AIDS-related  activities. 
The  Department  of  Corrections  has  a  poor  record  in  obtaining  those 
moneys,  even  those  moneys  are  available  fi*om  Federal  sources 
through  a  competitive  grant  process.  That  is  another  area  in  which 
if  the  Department  of  Corrections  could  strengthen  its  efforts,  that 
improvements  could  be  made. 

Ms.  SCHLOSBERG.  In  mental  health,  a  major  problem,  at  least  in 
the  recent  years,  has  been  a  total  lack  of  leadership.  Until  the  end 
of  last  year,  there  was  no  permanent  Mental  Health  Commissioner. 
It  is  very  difficult  to  direct  this  kind  of  comprehensive  system  re- 
form effort  when  there  is  no  one  at  the  helm. 

Below  the  Commissioner  level,  most  of  the  senior  administrative 
staff  responsible  for  implementation  efforts  were  all  serving  in  act- 
ing capacities,  some  wearing  two  and  three  hats,  operating  and 
being  responsible  for  all  emergency  services,  as  well  as  all  adult 
services,  and  being  the  point  person  for  Dixon  implementation. 

I  was  listening  to  testimony  earlier  about  across-the-board  RIFs 
and  how  they  can  impact  efficiencies.  We  have  seen  in  mental 
health  that  some  of  these  across-the-board  RIFs  have  been  det- 
rimental to  the  efforts  to  comply  with  Dixon  and  provide  services. 
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If  you  cut  across  the  board,  you  are  cutting  direct  staff.  You  risk 
loss  of  Medicaid  and  Medicare  certification  in  the  hospital.  You  lose 
$62  million  right  there.  We  have  seen  efforts  to  cut  community 
services  as  a  result  of  some  of  this  downsizing.  Again,  if  you  are 
not  providing  adequate  community  services,  people  end  up  in  the 
hospital,  where  it  is  much  more  costly. 

So  there  are  leadership  issues,  staffing  issues,  and  staff  capacity 
issues.  There  are  some  major  systemic  barriers  that  I  know  exist 
across  prisons,  foster  care,  homeless  programs,  and  public  housing. 
I  am  sure  you  are  familiar,  for  example,  with  the  contract  and  pro- 
curement system  in  the  District,  which  is  very  cumbersome.  I  have 
seen  contracts  that  have  taken  over  2  years  to  bid  and  fund.  There 
is  no  flexibility  in  the  system. 

You  also  have  entrenched  interests.  The  lack  of  technical  com- 
petence has  certainly  been  a  problem.  We  have  seen  a  very  poor 
response  to  expert  help.  The  Commission  on  Mental  Health  Serv- 
ices recognized  the  need  for  expert  technical  assistance  in  order  to 
achieve  compliance  with  the  decree,  and  wrote  into  the  plan  provi- 
sions to  hire  for  expert  technical  assistance.  Donna  Mauch.  Dr. 
Mauch  was  brought  on  board  to  do  that;  then  her  recommendations 
were  virtually  ignored.  So  we  have  seen  a  poor  response  to  expert 
help  brought  in  to  assist  the  city. 

Ms.  Norton.  Ms.  Schlosberg,  there  is  a  part  of  your  testimony 
that  I  find  troubling.  I  don't  know  if  this  applies  to  the  others  as 
well.  The  District,  of  course,  pays  for  the  Special  Master.  Your  cur- 
rent budget  is  $207,000,  but  you  recently  requested  $336,000. 
Would  you  explain  whether  the  District  pays  the  counsel  fees,  the 
malpractice  insurance  and  other  benefits,  and  100  percent  of  health 
insurance  coverage. 

As  I  understand  it,  the  District  does  not  pay  all  of  this  for  all 
of  its  employees.  Is  this  information  correct? 

Ms.  Schlosberg.  Let  me  explain.  There  are  two  different  litiga- 
tion costs.  I  am  the  coordinator  of  the  Dixon  Implementation  Mon- 
itoring Committee,  which  was  appointed  in  1980  and  is  the  plain- 
tiffs' monitoring  committee. 

The  budget  for  the  Dixon  Committee  has  been  held  at  a 
$130,000.  It  was  negotiated  v/ith  the  District  in  1992  when  we  en- 
tered into  the  consent  decree.  Those  fees  are  paid  in  lieu  of  paying 
attorneys'  fees  for  monitoring.  For  example,  in  the  District  we  are 
paying  plaintiffs  counsel  the  prevailing  rate.  The  cost  would  other- 
wise be  much  greater. 

Ms.  Norton.  I  am  sorry.  What  fees  are 

Ms.  Schlosberg.  This  is  the  budget  for  the  Dixon  Implementa- 
tion Monitoring  Committee.  There  was  a  motion  for  contempt  filed 
by  plaintiffs  in  November  1992,  in  April,  after  a  hearing,  we  asked 
the  court  to  find  the  District  in  contempt  and  impose  fines  and  ap- 
point a  Special  Master. 

The  court  declined  to  hold  the  District  in  contempt,  but  because 
of  the  substantial  lack  of  progress  in  meeting  the  requirements  of 
the  decree,  Judge  Aubrey  Robinson  did  appoint  a  Special  Master, 
Dr.  Mauch.  Dr.  Mauch  functions  as  the  court's  expert  to  direct  the 
District's  compliance  with  the  court  orders. 
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Ms.  SCHLOSBERG.  Her  budget  was  originally  set  at  $207,000, 
which  was  the  amount  of  money  that  the  District  has  agreed  to  pay 
Dr.  Mauch  when  she  functioned  as  their  consultant. 

Ms.  Norton.  My  problem  is  not  with  the  amount,  my  problem 
is  with  the  increase,  especially  considering  the  $150  million  in  cuts 
needed  in  the  District.  There  is  no  way  in  which  any  part  of  the 
government  is  going  to  be  immune  from  that.  I  know  that  the  first 
place  it  is  going  to  be  felt  is  in  the  services  that  you  represent  here. 
Therefore,  I  am  wondering  about  any  increase  for  a  Special  Master 
whatsoever.  Why  doesn't  the  Special  Master  absorb  the  cost,  just 
like  the  District  employees  are  going  to  be  absorbing  the  cost? 

Ms.  ScHLOSBERG.  Since  this  is  not  my  budget — it  is  the  Special 
Master's  budget — it  is  difficult  for  me  to  address  your  specific  ques- 
tions. 

Ms.  Norton.  You  are  the 

Ms.  ScHLOSBERG.  Coordinator  of  the  Dixon  Monitoring  Commit- 
tee. 

Ms.  Norton.  Dixon  Implementation  Monitoring  Committee? 

Ms.  SCHLOSBERG.  Yes. 

Ms.  Norton.  Its  current  budget  is  about  $130,000? 

Ms.  ScHLOSBERG.  That  is  correct. 

Ms.  Norton.  The  committee  has  requested  $196,000  for  the  next 
fiscal  year? 

Ms.  ScHLOSBERG.  That  is  because  the  monitoring  that  we  do  in- 
volves tracking  each  class  member's  placement  and  reviewing  and 
looking  at  whether  the  District,  in  terms  of  new  service  develop- 
ment, is  meeting  the  standards  that  are  required  by  the  decree. 

We  conduct  numerous  studies  and  site  visits.  The  $130,000  was 
an  amount  set  in  1992  which  did  not  currently  cover  our  staffing 
costs.  We  have  sought  this  increase.  It  is  currently  under  negotia- 
tion with  the  District. 

Part  of  the  reason  why  there  is  a  monitoring  committee  is  that 
the  District  of  Columbia  itself  does  not  have  a  systematic  approach 
to  monitoring  its  services.  The  District  has  a  contract  with  various 
private  providers  and  then  never  looks  at  whether  that  person  is 
performing  under  the  contract. 

There  have  been  many  times  when  my  colleagues  and  I  have 
gone  out  to  a  new  contractor  and  discovered  that  we  are  the  first 
people  to  arrive  and  talk  to  this  contractor  about  what  it  is  that 
they  are  supposed  to  be  doing. 

The  District  of  Columbia  has  no  uniform  program  standards  in 
place  against  which  they  can  measure  performance.  That  is  a  prob- 
lem. The  court  recently  reappointed  the  Dixon  Committee  because 
there  is  a  need  to  provide  that  kind  of  information. 

Ms.  Norton.  The  court  I  guess  decides  this  matter.  Heaven 
knows,  I  don't  want  the  three  of  you  to  misunderstand  this  ques- 
tioning, as  an  old  public  interest  lawyer  myself  I  understand  that 
public  interest  lawyers  operate  on  a  shoestring  compared  to  the 
private  bar  and  others.  I  don't  mean  to  imply  that  this  money  is 
not  necessary. 

But  I  do  mean  to  say  for  the  record,  this  government  is  going  to 
have  a  time  getting  $150  million.  It  is  going  to  have  a  time.  I  am 
telling  you  this  money  is  going  to  be  taken  in  part  out  of  foster 
care.  I  am  talking  about  foster  care,  I  am  talking  about  prisoners. 
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I  am  talking  about  mental  patients,  because  there  is  no  way  in 
which  anything  is  going  to  be  left  standing  unless  the  court  simply 
protects  it  entirely. 

If  I  were  a  public  interest  lawyer,  I  can  say  to  you  that  if  I  saw 
$150  million  coming  out  of  the  D.C.  budget,  and  knew  that  3  out 
of  the  last  5  years  the  District  cops  and  firefighters  on  the  frontline 
had  had  no  pay  increase,  and  thus  had  taken  a  pay  cut,  I  would 
not  accept  an  increase  for  monitoring  courts. 

I  will  tell  that  you  right  here;  I  would  not  accept  an  increase  for 
monitoring  courts.  The  entire  city  is  going  to  have  to  absorb  this 
and  we  are  going  to  set  the  example,  because  it  should  not  be  ab- 
sorbed by  prisoners.  It  should  be  absorbed  as  little  as  possible  by 
prisoners  and  as  little  as  possible  by  mental  patients,  and  certainly 
it  should  be  absorbed  as  little  as  possible  by  foster  children  who 
have  been  neglected.  We  are  not  going  to  take  these  increases;  we 
are  going  to  ask  the  court  not  to  impose  these  increases. 

I  am  going  to  ask  each  and  every  one  of  you  if  you  are  willing 
to  do  that. 

Ms.  Meltzer.  For  the  record,  I  will  say  that  the  Department  of 
Human  Services  pays  our  center's  costs  for  serving  as  the  court-ap- 
pointed Monitor.  We  decreased  our  budget  this  year  because  DHS 
asked  us  to  during  negotiations.  They  were  trying  to  make  across- 
the-board  cuts  in  all  of  their  contracted  services. 

Ms.  Norton.  That  is  not  the  question  I  asked.  After  yesterday, 
when  the  District  got  this  horrendous  cut,  or  least  it  is  going  to 
have  to  make  it  in  the  next  year,  I  am  asking  you  if  you  would  be 
willing  to  stay  at  level  funding  for  your  own  monitoring  services? 

Mr.  Smith.  Well,  I  think  I  may  be  in  a  unique  situation  because 
I  do  not  have  a  budget  from  the  District.  We  perform  compliance- 
related  litigation,  then  seek  fees  under  the  civil  rights  laws. 

Ms.  Norton.  I  am  sorry,  where  do  your  fees  come  from? 

Mr.  Smith.  We  seek  fees  under  the  civil  rights  laws.  We  are  not 
monitors,  unlike  the  other  cases.  I  can  tell  you  in  this  regard,  I 
have  very  strong  opinions.  The  expenses  associated  with  monitor- 
ing for  plaintiffs  counsel  are  compounded  exponentially  by  the  defi- 
ance of  the  District  of  these  court  orders. 

Ms.  Norton.  Mr.  Smith,  I  have  to  tell  you  that  there  are  cops 
that  work  double  shifts  because  we  don't  have  enough  people  to  in- 
vestigate murders  in  this  area;  you  are  talking  to  somebody,  that 
is  water  off  of  my  back.  The  frontline  employees  of  this  town  have 
already  been  absorbing,  even  given  what  has  happened  thus  far, 
have  been  absorbing  just  on  their  backs,  cost,  and  I  am  telling  you 
that  when  $150  million  comes  down,  if  there  are  detectives  that  are 
working  double  shifts,  what  are  we  going  to  do  now  with  $150  mil- 
lion? 

We  have  been  very  tough  on  the  city.  We  have  been  anything  but 
enablers  to  the  city.  When  the  city  said  we  can't  cut  any  more,  the 
Congress  did  not  hear.  They  said  you  are  going  into  bankruptcy, 
so  we  are  going  to  do  it. 

I  feel  within  my  rights,  frankly,  to  say  what  is  your  contribution 
going  to  be  to  the  $150  million? 

Mr.  Smith.  You  are  within  your  rights,  but  it  is  within  the  Dis- 
trict's power  to  reduce  the  expenses  of  monitoring  by  providing  ac- 
curate and  honest  information,  not  lying  to  the  plamtifPs  counsel, 
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not  lying  to  the  courts,  and  providing  information  in  a  timely  man- 
ner. Most  of  my  time  is  compounded  by  trying  to  go  through  a 
maze  of  dishonest,  inaccurate  information  that  is  provided  to  me. 

Ms.  Norton.  I  would  be  willing  to  write  a  letter  to  the  city  to 
ask  them  to  improve  upon  the  adversarial  relationship  that  has  ap- 
parently been  set  up  with  the  public  interest  bar.  I  must  tell  you 
that  one  of  the  subjects  I  taught  at  Georgetown  was  negotiation. 
I  believe  you  understand  from  the  questions  I  asked  earlier,  I  do 
not  believe  in  litigiousness.  I  believe  that  especially  if  they  are 
going  to  get  you  anyway,  let  them  get  you  early. 

Mr.  Smith.  I  agree  100  percent. 

Ms.  Norton.  You  can  deflect  my  question  all  you  want  to  by  tell- 
ing me  what  the  city  does  wrong  and  you  will  hear  me  say  that 
I  do  not  approve  of  that.  I  am  saying  that  every  department  and 
every  employee  in  the  city  is  going  to  end  up  being  hurt  because 
of  what  the  Congress  did  yesterday. 

I  am  asking  a  very  straightforward  question.  That  is,  are  you 
willing  to  take  any  part  of  the  burden,  even  as  the  employees  of 
the  city  and  the  city  agencies  and  the  people  they  serve  are  surely 
going  to  take. 

Mr.  Smith.  We  do.  Every  time  we  submit  a  fee  claim  to  the  Dis- 
trict, we  negotiate  a  cut  of  that  fee  claim.  We  will  continue  to  do 
that.  We  are  willing  to  negotiate  the  reductions  in  fees.  We  have 
done  that  in  the  past.  We  are  willing  to  do  that  in  the  future. 

Ms.  Norton.  Are  all  three  of  you  willing  to  do  that? 

Ms.  Meltzer.  We  already  did  that  this  past  year. 

Ms.  Norton.  I  am  going  to  ask  you  on  the  record  not  to  take  any 
more  than  you  took  last  year.  I  really  am. 

I  am  going  to  ask  you  to  do  that  as  part  of  your  contribution, 
even  though  you  probably  will  have  increased  work.  So  will  the 
person  who  picks  up  trash,  so  will  the  cop  who  has  to  attend  to  a 
street  that  has  more  criminals,  so  will  the  firefighters  who  now  see 
that  there  is  rotation  and  closing. 

The  Council  has  a  bill  saying  that  they  won't  get  any  increase. 
The  example  has  to  be  set  by  those  who  are  on  the  frontline  fight- 
ing for  the  right  thing.  It  would  be  a  marvelous  gesture,  rather 
than  having  people  read  that  the  only  people  that  got  increases 
were  the  people  who  monitor  the  city — not  the  kids,  not  the  pris- 
oners— but  the  people  who  monitor  the  city.  I  can  assure  you  as  I 
sit  here,  that  the  prisons  are  not  going  to  get  any  increase  unless 
the  courts  compel  it. 

Mr.  Smith.  The  courts  will. 

Ms.  Norton.  The  kids  are  not  going  to  get  an  increase  unless  the 
courts  compel  it.  The  mental  patients  are  not  going  to  get  an  in- 
crease unless  the  courts  compel  it.  If  the  courts  compel  that,  then 
we  know  who  else  is  not  going  to  get  any  increase  out  here  who 
are  sometimes  equally  poor  and  deprived  people. 

I  make  this  speech  here  because  I  just  want  everybody  to  know 
that  the  city  is  right.  You  were  the  first  to  say  so  when  it  says  it 
is  cash-strapped.  If  the  city  is  at  fault — and  the  city  is  at  fault,  I 
think,  since  Home  Rule — I  oelieve  this  is  a  long  accumulating  prob- 
lem. Then  it  really  doesn't  matter  who  is  at  fault.  It  really  doesn't 
matter. 
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All  that  matters  is  that  we  do  something  about  it.  Therefore,  the 
only  thing  that  has  any  credibility  with  me  is  stepping  up  to  the 
plate  and  saying,  okay,  we  are  going  to  do  this.  I  appreciate  your 
responses  to  this,  because  I  think  it  would  be  very  difficult  to  ex- 
plain otherwise. 

All  of  us  are  troubled  by  the  reputation  the  city  has  for  not  em- 
bracing these  issues  as  they  should  have,  once  sued.  When  the 
Board  of  Trade  witnesses  testified,  part  of  what  they  testified  to  is 
perhaps  barred  by  separation  of  powers,  because  they  talked  about 
going  to  the  courts,  as  if  the  courts  were  another  agency,  and  hear 
these  things  out  and  make  decisions. 

We  know  these  are  court  orders.  They  are  grounded  in  law. 
There  is  no  way  out  of  the  rule  of  law. 

But  I  would  like  to  know  whether  you  have  suggestions  for  dis- 
entangling you  and  the  city  from  the  ping-pong  adversarial  ap- 
proach that  is  going  on.  Beyond  what  I  accept,  which  is  that  the 
city  has  problems  in  the  competence  of  the  services  it  has  provided, 
money,  and  the  rest  of  it,  is  there  a  way  to  call  a  truce  on  this, 
and  from  hence  forward  try  to  get  a  relationship  that  is  less  costly 
with  the  city  and  that  is  less  contentious  with  all  concerned? 

Ms.  ScHLOSBERG.  In  the  mental  health  case,  on  a  personal  level, 
the  relationships  are  not  contentious. 

Ms.  Norton.  I  know  that. 

Ms.  ScHLOSBERG.  The  city  has  had  difficulty  complying  with  the 
mandate,  but  I  must  say  that  it  is  not  a  court  order.  This  was  a 
consent  decree  that  took  eight  months  to  negotiate. 

The  city  was  invested  and  involved  with  every  word,  every  re- 
quirement that  was  written  into  this  plan,  and  the  way  to  come 
into  compliance  to  implement  that  plan.  At  this  point,  we  now  have 
a  Special  Master.  The  judge  in  the  Dixon  case  has  never,  until  re- 
cently, issued  an  order  imposing  requirements  on  the  District.  That 
is  a  new  development. 

What  the  judge  recently  did  was  issue  an  order  adopting  a  series 
of  very  prescriptive  recommendations  issued  by  the  Special  Master 
in  which  she  directs  the  city  to  take  some  very  specific  steps  to- 
ward compliance. 

These  are  things  that  the  District  should  be  doing  anyway,  for 
example,  garnering  its  fair  share  of  Medicaid  revenues  for  mental 
hospitals.  It  simply  requires  the  government  to  function,  and  if  we 
can  achieve  those  ends,  the  case  will  end. 

We  feel  that  we  have  been  very  conservative.  We  have  not  run 
back  to  court.  We  have  worked  very  hard  to  come  around  the  table, 
and  renegotiate,  work  things  out  and  make  changes  in  the  plan. 
We  will  continue  to  do  that. 

But  the  city  must  govern,  must  function.  Short  of  that,  I  don't 
know  what  else  we  can  do. 

Mr.  Smith.  In  the  corrections  context,  three  things  need  to  hap- 
pen for  the  city  to  get  out  from  under  the  court  decrees.  That,  I 
think,  is  possible.  Ms.  Norton,  I  apologize,  I  feel  very  emotional 
about  these  issues.  I  have  a  number  of  clients  who  have  been  badly 
hurt  or  died.  I  have  had  30  clients  die  of  AIDS  and  some  of  those 
deaths  were  unnecessary.  So  I  feel  strongly  about  these  issues  and 
I  apologize,  I  got  somewhat  emotional  earlier. 
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The  most  important  thing  for  the  District  to  do  is  to  do  its  own 
comphance  monitoring.  I  recently  had  occasion  to  have  the  admin- 
istrator or  the  warden  of  the  D.C.  jail  under  oath.  I  asked  him  if 
he  knew  what  tho  court  orders  that  govern  the  jail  are,  and  he  did 
not.  No  one  in  the  Department  of  Corrections  knows  what  the 
court-ordered  obligations  are. 

Until  the  Department  of  Corrections  can  do  that,  it  is  hopeless 
to  think  that  they  are  going  to  comply  with  them.  The  only  way 
they  end  up  complying  is  when  one  of  my  colleagues  or  I  comes 
running  into  court,  or  goes  to  their  lawyers,  complaining  about 
noncompliance. 

Corrections  has  operated  too  long  in  the  shadows.  We  only  hear 
about  it  when  there  is  a  scandal,  when  it  makes  it  to  the  front  page 
of  The  Post  or  into  U.S.  District  Court. 

The  city  needs  to  create  some  body  that  has  oversight  over  cor- 
rections, some  body  that  is  independent  of  counsel,  but  responsive 
to  counsel,  independent  of  the  Mayor,  but  responsive  to  the  Mayor, 
that  has  access  to  the  Department  of  Corrections  and  can  serve  as 
an  early  warning  system  about  problems  and  identify  them  so  that 
corrective  action  can  take  place. 

Third,  and  I  know  this  is  an  incredibly  unpopular  suggestion,  but 
I  think  that  the  District's  criminal  justice  policy  is  completely 
wrong  headed.  We  lock  up  way  too  many  people  for  too  long  a  pe- 
riod of  time.  We  need  to  work  out  other  ways  to  resolve  the  crisis 
of  criminal  justice  in  the  District.  We  need  to  have  alternatives.  We 
need  to  have  intensive  probation  programs.  We  need  to  have  pro- 
grams that  provide  people  with  drug  treatment.  Those  are  things 
that  are  going  to  work.  We  need  to  cut  down  on  recidivism. 

The  true  solution  is  to  reduce  the  number  of  people  we  lock  up. 
Some  of  these  programs  are  cheaper  than  incarceration.  Drug 
treatment  in  the  middle  run,  not  the  long  run,  is  far  less  expensive 
to  do  than  incarceration.  These  are  the  three  strongest  rec- 
ommendations. 

You  will  note  that  page  17  of  my  formal  testimony  has  several 
other  recommendations  that  were  put  forward,  but  those  three  will 
take  us  a  long  way  toward  solving  the  problems  of  corrections. 

Ms.  Meltzer.  I  am  still  cautiously  optimistic  that  the  District 
will — not  within  the  2  years  that  we  originally  hoped — but  within 
a  shorter  period  of  time  than  these  other  two  lawsuits,  come  into 
compliance  under  LaShawn. 

There  is  no  disagreement  on  the  aims  and  the  directions  of  the 
changes  that  have  to  be  made  in  this  area;  the  disagreement  is 
around  the  timing.  We  have  continually  renegotiated  the  timing 
and  we  have  been  acting,  I  believe,  or  trying  to  act,  as  a  mediator 
between  the  plaintiffs  and  the  District  in  negotiating  the  timing  so 
that  it  is  feasible  and  can  be  done. 

The  difficulty  and  the  frustration  is  when  you  think  you  have 
reached  agreement  on  a  renegotiated  timeframe  and  then  the  Dis- 
trict still  misses  it;  then  all  of  the  parties  get  hardened  in  their  po- 
sitions. 

That  is  what  we  have  to  avoid.  I  am  particularly  fearful,  how- 
ever, that  this  new  $150  million  in  budget  cuts  will  really  slow 
down  the  momentum  for  progress  and  slow  down  the  chance  to 
come  into  compliance  with  LaShawn  and  get  us  all  out  the  lawsuit. 
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Ms.  Norton.  Your  testimony,  Ms.  Meltzer,  was  notable  in  the 
way  in  which  you  hsted  significant  accompHshments  under  the  de- 
cree that  appear  to  indicate  that  the  LaShawn  decree  is  going  bet- 
ter than  the  other  decrees. 

If  that  is  so,  how  do  you  account  for  the  improved  performance? 

Ms.  Meltzer.  Well,  a  lot  of  it  is  leadership.  There  has  been  lead- 
ership within  the  Commission  on  Social  Services  and  in  the  De- 
partment of  Human  Services,  who  have  said  that  they  want  to  get 
this  done.  That  accounts  for  what  has  positively  occurred. 

What  accounts  for  what  has  not  occurred  are  the  structural  prob- 
lems within  the  District  government  as  a  whole.  The  difficulty  of 
managing  the  personnel  system  and  the  procurement  system,  and 
getting  the  cooperation  of  the  Department  of  Consumer  and  Regu- 
latory Affairs  to  do  licensing  and  activities  like  that.  But  the  key 
to  any  of  these  lawsuits  here  and  across  the  country  is  consistent 
leadership  and  management  that  wants  to  get  the  job  done. 

Ms.  Norton.  Mr.  Ballenger  has  returned.  I  don't  know  if  he  has 
any  questions. 

Mr.  Ballenger.  Thank  you,  I  have  no  questions. 

Ms.  Norton.  Thank  you,  Mr.  Ballenger.  There  are  some  ques- 
tions that  the  chairman  would  have  asked.  I  am  going  to  ask  Mr. 
Johnson  if  he  would  recite  those  questions. 

Mr.  Johnson.  Thank  you,  Ms.  Norton,  and  thank  you  to  all  the 
witnesses.  The  chairman  very  much  appreciates  your  testimony. 
Ms.  Meltzer,  describe  the  role  of  the  Monitor.  I  know  that  you  are 
in  a  distinct  position  relative  to  this  case.  You  are  not  like  the 
plaintiffs'  attorneys. 

Ms.  Meltzer.  We  are  in  a  very  weird  role.  We  are  primarily  an 
organization  that  wants  to  provide  technical  assistance  to  State 
and  local  government  and  that  is  what  we  do  in  every  other  juris- 
diction with  which  we  work.  But  in  our  role  as  Monitor,  we  were 
both  given  the  responsibility  for  designing  the  Implementation 
Plan,  which  once  designed  was  binding  on  all  parties,  and  then  for 
monitoring  the  progress  against  that  plan. 

In  designing  the  Implementation  Plan,  we  said  at  the  start  that 
we  wanted  to  do  that  in  collaboration  with  the  District  government 
because  we  didn't  think  that  a  plan  that  was  imposed  or  created 
by  us  had  any  hope  of  being  implemented.  We  continue  to  try  to 
work  collaboratively.  So  we  have  a  kind  of  mixed  role  as  a  monitor 
completely  outside,  as  well  as  a  planner  working  with  the  Depart- 
ment to  plan  how  to  cariy  out  its  responsibilities.  In  the  role  of 
monitor,  we  spend  an  awiul  lot  of  time  as  mediator  between  the 
Department  and  the  plaintiffs. 

Mr.  Johnson.  You  had  indicated  that  your  organization  has  of- 
fered assistance  to  the  District,  either  directly  or  indirectly,  par- 
ticularly in  the  Title  IV(e)  area.  Could  you  describe  that? 

Ms.  Meltzer,  We  actually  try  to  offer  assistance  throughout. 
Sometimes  it  is  accepted  and  sometimes  it  is  not.  Part  of  the  lack 
of  acceptance  is  because  of  the  difficulties  in  the  role.  The  District 
is  reluctant  to  accept  our  technical  assistance  when  they  view  us 
in  a  monitoring  role.  In  regards  to  Federal  financing,  that  is  one 
of  the  areas  in  which  we  have  been  troubled  from  the  start. 

We  believe  that  there  is  a  significant  amount  of  funding  that  the 
District  does  not  claim  because  of  actions  that  they  are  not  taking 
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to  fully  maximize  the  potential  of  some  of  the  entitlement  sources. 
After  an  initial  effort  to  get  some  outside  assistance  into  the  Dis- 
trict, which  they  did  have  but  it  didn't  work  out  as  intended,  we 
offered  the  assistance  of  our  Center  and  the  staff  of  our  Center  at 
no  cost  to  the  District.  We  offered  to  help  the  District  figure  out 
where  they  were,  what  they  accomplished,  and  where  they  needed 
to  go  to  get  the  technical  help  that  they  needed.  We  were  dis- 
appointed that  that  offer  was  rejected. 

We  were  pleased,  however,  that  at  the  same  time  that  our  offer 
was  rejected,  the  District  did  ask  for  help  from  the  Federal  Govern- 
ment. We  are  hopeful  that  they  will  get  some  of  the  technical  help 
from  the  Federal  Grovernment. 

Mr.  Johnson.  Mr.  Smith,  do  you  have  a  similar  sense  of  areas 
where  Federal  assistance  is  not  being  sought  by  the  District? 

Mr.  Smith.  Two  major  areas  that  come  to  mind:  Funds  to  provide 
drug  treatment  for  prisoners  through  the  Office  of  Substance  Abuse 
Programs  and  money  that  may  be  available  for  HIV  prevention  and 
treatment. 

I  know  several  occasions  when  applications  were  either  not  pre- 
pared well  or  not  submitted  at  all  for  funds  that  would  have  other- 
wise been  available.  I  am  not  an  expert  in  Federal  funding  in  the 
corrections  area  that  may  be  available,  but  I  am  sure  that  there 
may  be  other  areas  that  funds  could  be  sought. 

Ms.  SCHLOSBERG.  Clearly,  the  District  needs  to  do  more  with  re- 
spect to  garnering  Federal  Medicaid  dollars  for  community-based 
programs.  Our  estimate  is  that  the  city  could  increase  Medicaid 
revenues  by  $4  or  $5  million  if  they  were  billing  under  the  Medic- 
aid rehabilitation,  personal  care  and  case  management  options. 

That  was  a  requirement  in  the  consent  decree.  There  was  agree- 
ment around  the  table  that  that  system  had  to  be  put  in  place 
quickly.  We  spent  an  awful  lot  of  time  on  this.  Money  was  spent 
on  consultants  to  go  to  HCFA  and  amend  the  State  plan  for  the 
rehab  and  personal  care  option.  Years  later,  we  found  that  the  Dis- 
trict had  those  options  in  place  since  1985  and  1987,  It  was  never 
clear  to  me  why  the  District  was  not  aware  of  what  was  in  the 
State  plan  during  the  period  of  time  that  we  were  negotiating  the 
agreement,  or  subsequently  when  we  were  trying  to  implement  it. 

The  Federal  Government,  through  McKinney  and  Shelter  Plus 
Care,  has  made  available  funds  for  housing.  The  District  is  doing 
a  much  better  job  at  garnering  those  dollars.  Two  or  3  years  ago, 
there  was  virtual  disarray  when  an  RFP  was  issued. 

I  remember  personally  trying  to  find  someone  in  the  District  gov- 
ernment who  would  apply  for  Shelter  Plus  Care  funds  for  housing 
for  people  with  serious  mental  illness  and  there  was  total  disarray. 
That  has  changed  considerably.  In  fact,  the  city  has  done  much  bet- 
ter in  terms  of  securing  those  funds  for  housing. 

Mr.  Johnson.  Ms.  Schlosberg,  the  Dixon  case  involves  not  just 
violation  of  local  law,  but  violations  of  Federal  law  and  the  U.S. 
Constitution;  is  that  correct? 

Ms.  Schlosberg.  The  complaint  was  initially  filed  raising  con- 
stitutional claims.  It  was  decided  by  Judge  Robinson  in  1975  cased 
on  an  interpretation  of  the  Ervin  Act,  Federal  legislation  passed  by 
Congress  in  1964.  That  statute  now  exists  both  in  Federal  legisla- 
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tion  and  in  the  District  statute  books.  It  is  the  procedural  and  sub- 
stantive framework  for  commitments  in  the  District  of  Columbia. 

Mr.  Johnson.  Mr.  Smith. 

Mr.  Smith.  All  of  my  cases  arise  under  the  eighth  amendment 
to  the  U.S.  Constitution.  Some  arise  as  well  under  the  Equal  Pro- 
tection Clause,  some  under  State  law  as  well.  At  core,  they  are  all 
constitutional  cases. 

Mr.  Johnson.  Ms.  Meltzer. 

Ms.  Meltzek.  LaShawn  was  based  on  Federal  law — the  Adoption 
Assistance  and  Child  Welfare  Act  of  1980— District  Law  2-22, 
which  is  the  District  child  welfare  statute,  and  the  constitutional 
rights  of  the  children. 

Mr.  Johnson.  One  final  question.  I  want  to  quote  from  some- 
thing Judge  Urbina  said  in  April  of  this  year  and  see  if  you  share 
this  perspective: 

"The  current  city  administration  has  engaged  in  the  disturbing 
practice  of  attacking  court  orders  and  the  courts  which  issue  them, 
rather  than  complying  with  them." 

We  have  heard  from  the  District  officials  that  the  litigation  strat- 
egy of  the  Corporation  Counsel's  office  has  no  bearing  on  the  ad- 
ministrative ability  of  the  city  to  meet  the  services  and  comply  with 
the  court  orders. 

Do  you  agree  with  Judge  Urbina's  perspective,  or  do  you  think 
that  the  city  is  right  on  this? 

Ms.  ScHLOSBERG.  The  litigation  strategy  of  the  Corporation 
Counsel  appears  counterproductive  to  implementing  or  complying 
with  the  court  order  and  undermines  the  effort  to  comply  with  that 
order. 

In  the  Dixon  litigation,  we  have  not  been  faced  with  appeals  of 
the  orders  of  the  court,  but  we  did  face  an  attempt  by  the  city  ad- 
ministration to  undo  the  legislative  underpinnings  of  the  lawsuit. 
Many  people  involved  felt  that  that  was  highly  counterproductive. 

Many  hours  of  District  personnel  time  and  other  people's  time 
were  invested  in  trying  to  grapple  with  that  effort.  Ultimately,  it 
was  very  counterproductive  and  did  undermine  for  that  entire  pe- 
riod the  efforts  of  staff  who  were  trying  to  comply  with  the  decree. 

Mr.  Johnson.  Mr.  Smith. 

Mr.  Smith.  I  agree  with  Judge  Urbina.  It  is  a  little  bit  more  com- 
plex. The  District  does  spend  resources  fighting  cases  that 
shouldn't  be  fought,  and  trying  to  defend  motions  of  contempt  that 
would  have  been  more  easily  resolved  through  negotiations  with 
counsel. 

We  rarely  will  go  forward  with  a  lawsuit,  particularly  in  the  con- 
tempt context,  without  making  other  efforts  to  resolve  the  problem. 
There  are  ways  that  things  could  be  resolved  short  of  court  orders. 
Too  much  time  and  money  is  spent  doing  that. 

But  the  other  side  of  that.  Corporation  Counsel — I  don't  know 
whether  they  don't  advise  their  clients  or  their  clients  don't  listen 
to  them — but  there  is  a  real  problem  with  the  kind  of  representa- 
tion that  the  District  gets  in  terms  of  when  and  how  to  resolve 
problems. 

It  is  very  troubling  to  me  to  learn  that  corrections  officials  don't 
know  what  is  in  the  court  orders.  It  is  troubling  that  they  don't 
know  what  they  have  to  do  to  resolve  the  litigation.  I  don't  know 


246 

whether  it  is  a  problem  with  Corporation  Counsel  or  with  individ- 
ual lawyers  in  the  Corporation  Counsel's  Office,  or  lack  of  staff,  or 
the  fact  that  the  client  doesn't  listen. 

The  major  contributing  factor  is  this  disjuncture  between  what 
the  lawyers  are  doing  in  court  and  what  the  agency  is  doing.  That 
results  in  noncompliance  or  contributes  to  the  noncompliance. 

Mr.  Johnson.  Ms.  Meltzer. 

Ms.  Meltzer.  It  is  really  counterproductive  because  you  can't 
separate  out  the  legal  strategy  from  what  is  going  on  at  the  pro- 
gram level.  It  sends  the  wrong  message  from  the  top  to  have  the 
Mayor's  official  policy  that  we  need  to  get  out  from  under  these 
court  orders  that  are  crippling  our  ability  to  do  what  we  need  to 
do  at  the  same  time  that  program  people  are  charged  with  moving 
in  the  programmatic  direction  that  the  court  orders  have  embodied. 
It  is  a  misguided  policy  direction  to  be  pursuing  these  legal  cha  - 
lenges  to  the  maximum. 

Mr,  Johnson.  Thank  you  all,  very  much. 

Ms.  Norton.  I  thank  all  three  of  you  for  very  useful  testimony. 
I  appreciate  your  taking  the  time  to  prepare  it,  given  all  the  pres- 
sures on  you,  and  I  particularly  appreciate  what  you  are  doing  in 
your  capacities  as  public  interest  lawyers  and  representatives. 

Thank  you. 

Ms.  Norton.  The  final  panel,  at  4:10,  Mr.  Thomas  McCool,  Mr. 
Bruce  Marks,  and  Mr.  Leonard  Hacker. 

Mr.  Marks,  why  don't  you  begin? 

STAl-EMENTS  OF  THOMAS  J.  McCOOL,  DEPUTY  DIRECTOR  OF 
FINANCIAL  INSTITUTIONS  AND  MARKET  ISSUES,  GAO,  AC- 
COMPANIED BY  WILLIAM  SHEAR,  SUPERVISORY  ECONO- 
MIST, FINANCIAL  INSTITUTIONS  AND  MARKET  ISSUES,  GEN- 
ERAL GOVERNMENT  DIVISION;  BRUCE  MARKS,  EXECUTIVE 
DIRECTOR,  UNION  NEIGHBORHOOD  ASSISTANCE  CORPORA- 
TION; AND  LEONARD  HACKER,  D.C.  RESIDENT 

Mr.  Marks.  If  I  could  ask  that  Mr.  McCool  be  allowed  to  begin, 
since  he  is  going  to  be  talking  about  the  overall  framework  of  the 
government  sponsored  entities. 

Ms.  Norton.  Go  right  ahead,  Mr.  McCool. 

STATEMENT  OF  THOMAS  J.  McCOOL 

Mr.  McCool.  First  of  all,  I  would  like  to  acknowledge  the  pres- 
ence of  Rachel  DeMarcus  from  our  Office  of  General  Counsel  and 
Bill  Shear  from  our  Financial  Institutions  and  Markets  Group. 

Madam  Chairman  and  members  of  the  committee,  one  of  the  ad- 
vantages that  federally  chartered,  government-sponsored  enter- 
prises, or  GSEs,  enjoy  is  an  exemption  from  State  and  local  taxes. 
The  chairman  of  this  committee  has  introduced  legislation  that 
would  give  the  District  of  Columbia  the  right  to  impose  its  cor- 
porate income  tax  on  Fannie  Mae,  Freddie  Mac  and  Sallie  Mae.  He 
has  invited  us  here  to  talk  about  the  original  basis  for  the  tax  ex- 
emption and  whether  that  basis  holds  today.  We  also  intend  to  dis- 
cuss some  of  the  implications  of  imposing  such  a  tax. 

The  three  GSEs  that  are  the  subject  of  this  legislation  were  es- 
tablished to  ensure  that  reasonably  priced  credit  would  be  avail- 
able for  borrowers  in  specific  sectors  of  the  economy;  housing,  in 
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the  cases  of  Fannie  Mae  and  Freddie  Mac;  and  education,  in  the 
case  of  Sallie  Mae. 

Each  was  created  to  correct  what  were  perceived  as  failures  in 
the  relevant  credit  markets  at  the  time  the  GSEs  were  established. 
They  have  helped  to  overcome  these  perceived  market  flaws  by  op- 
erating nationally  to  make  funds  available  in  all  regions  of  the 
country. 

They  offer  securities  that  are  highly  liquid,  sold  in  large  denomi- 
nations, carry  known  maturities  and  are  considered  relatively  safe. 
In  addition,  they  create  liquid  secondary  markets  so  that  loans  can 
be  sold  or  resold  in  good  and  bad  times. 

GSEs  are  subject  to  a  number  of  Federal  controls  that  distin- 
guish them  from  private-sector  corporations.  For  example,  boards 
of  directors  generally  have  some  members  who  are  appointed  by 
the  President.  The  three  GSEs  are  limited  by  their  charters  to  en- 
gage in  certain  permissible  types  of  activities,  housing  credit  for 
Fannie  Mae  and  Freddie  Mac,  and  education  loans  for  Sallie  Mae. 

Such  limitations  also  reduce  the  ability  of  the  GSEs  to  enter 
more  lucrative  markets  or  to  diversify  and  thus  spread  their  risks 
over  different  economic  sectors.  On  the  other  hand,  GSEs  have 
many  operating  privileges  that  increase  profitability  and  reduce 
costs  to  borrowers.  The  most  important  of  these  is  that  GSEs  have 
access  to  Federal  funding,  should  it  ever  be  necessary. 

This  implicit  backing  has  meant  that  capital  markets  treat  most 
GSE  debt  as  only  slightly  more  risky  than  that  of  the  Federal  Gov- 
ernment. Along  with  other  advantages,  Fannie,  Freddie,  and  Sallie 
are  exempt  from  State  and  local  taxes  except  real  property  taxes. 
Without  congressional  action,  instrumentalities  of  the  Federal  Gov- 
ernment are  immune  from  taxation  by  State  and  local  govern- 
ments. 

This  immunity  is  based  on  the  Supremacy  Clause  of  the  Con- 
stitution as  originally  interpreted  in  early  Supreme  Court  deci- 
sions. The  Court  determined  that  a  State  tax  infringes  upon  the 
Supremacy  Clause  when  it  taxes  an  organization  with  Federal  su- 
pervision and  Federal  charter.  Congress  has  exempted  Fannie  Mae, 
Freddie  Mac,  and  Sallie  Mae  from  State  and  local  taxes  except  for 
real  property  taxes;  however,  all  three  GSEs  are  subject  to  the  Fed- 
eral corporate  income  tax. 

Because  State  and  local  income  taxes  are  deductible  in  calculat- 
ing Federal  income  tax,  the  exemption  of  GSEs  means  that  Federal 
tax  revenues  may  be  higher  than  they  would  be  without  the  exemp- 
tion. The  potential  total  Federal  revenue  loss  of  removing  the  ex- 
emption for  all  three  GSEs  could  be  significant.  If  an  equivalent 
Federal  revenue  loss  resulted  from  the  introduction  of  a  new  tax 
expenditure,  current  budget  rules  would  require  that  the  revenue 
loss  be  made  up  by  some  offsetting  tax  increase  or  expenditure  re- 
duction. However,  for  this  case,  the  budget  rules  do  not  require 
such  an  offset  because  it  cannot  be  presumed  that  the  equivalent 
amounts  would  not  have  been  collected  through  some  other  mecha- 
nism. 

Being  exempt  from  State  and  local  taxes  in  general  is  clearly  an 
advantage  for  GSEs.  Other  private  companies  which  are  subject  to 
these  taxes  and  compete  with  GSEs,  either  as  portfolio  lenders  in 
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the  primary  market  or  on  the  secondary  market,  may  be  placed  at 
a  disadvantage. 

While  GSEs  clearly  benefit,  it  is  not  clear  who  captures  the  bene- 
fits, customers  or  owners.  The  value  of  the  benefit  could  be  passed 
on  to  borrowers,  either  financial  institutions  or  the  final  customers 
in  the  form  of  lower  borrowing  costs;  passed  back  to  the  GSE  own- 
ers in  the  form  of  higher  profits;  or  shared  by  borrowers  and  own- 
ers. 

The  amount  of  Fannie  Mae's  income  that  could  currently  be  sub- 
ject to  D.C.  tax  is  substantial,  but  it  is  not  clear  how  much  of  that 
income  revenue  would  remain  if  only  GSEs  in  the  District  were 
subject  to  tax.  Because  Fannie  Mae  has  a  substantially  larger  pres- 
ence in  the  District  of  Columbia  than  its  main  competitor,  it  has 
a  correspondingly  larger  incentive  to  shift  activity. 

If  the  exemption  is  removed,  shareholders  of  GSEs  would  prefer 
to  pass  the  higher  tax  on  to  borrowers,  but  market  conditions  may 
preclude  such  a  pass  through.  For  example,  because  Fannie  Mae 
would  be  hit  harder  by  removing  the  exemption  from  District  taxes, 
Freddie  Mac  could  become  more  relatively  attractive. 

However,  if  both  Freddie  Mac  and  Fannie  Mae  raise  their  fees, 
financial  institutions  may  decide  to  hold  on  to  more  of  their  loans 
that  they  originate  than  they  otherwise  would.  Competition  with 
Freddie  Mac  may  put  limits  on  how  much  of  the  t£ix  Fannie  Mae 
can  pass  on  to  tne  customers.  But  if  Fannie  Mae  cannot  pass  on 
much  of  the  higher  costs  on  to  borrowers,  they  may  have  no  alter- 
native but  to  reduce  shareholder  after-tax  income;  this  could  come 
from  the  form  of  reduced  dividends,  lower  retained  earnings  and 
lower  share  prices. 

In  conclusion,  subjecting  GSE  income  to  tax  in  the  District  of  Co- 
lumbia has  the  potential  to  generate  substantial  revenue  for  the 
D.C.  Government,  although  the  revenue  may  be  greater  in  the 
short  run  than  in  the  long  run.  This  revenue  will  come  from  three 
primary  sources:  the  Federal  Grovernment,  mortgage  borrowers  and 
GSE  shareholders.  The  bottom  line  is  that  this  adds  up  to  a  very 
difficult  trade-off. 

Madam  Chairman,  that  concludes  my  statement  and  I  will  be 
pleased  to  respond  to  any  questions  you  or  other  members  may 
have. 

[The  prepared  statement  of  Thomas  J.  McCool  follows:] 
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GOVERNMENT- SPONSORED  ENTERPRISES; 

Implications  of  Removing 

State  and  Local  Tax  Exemption 

Summary  of  Statement  by  Thomas  J.  McCool 

Associate  Director,  Financial  Institutions 

and  Markets  Issues 


Except  for  real  property  taxes,  GSEs  are  exempt  from  State  and 
Local  taxes.   This  is  one  of  a  set  of  advantages  that  GSEs 
receive  in  exchange  for  performing  certain  services.   These 
services  are  meant  to  compensate  for  perceived  market  failures. 
For  example,  mortgages  and  student  loans  were  (1)  small,  (2)  not 
standardized,  (3)  difficult  to  evaluate,  and  (4)  illiquid.   GSEs 
by  providing  primary  and  secondary  markets  for  these  loans 
Increased  liquidity,  efficiency,  and  reduced  risk  in  the  national 
market.   In  addition  to  the  tax  exemption,  these  GSEs  have  lines 
of  credit  that  reduce  their  riskiness  in  the  eye  of  potential 
investors.   As  a  result,  GSEs  pay  interest  costs  only  slightly 
higher  than  the  federal  government. 

Removing  the  exemption  to  local  income  taxation  in  the  District 
of  Columbia  will  directly  reduce  federal  corporate  tax  revenues. 
Unlike  an  increase  in  direct  spending  or  federal  tax 
expenditures,  there  is  no  requirement  to  make  up  such  a  revenue 
loss.   If  the  exemption  were  not  to  be  removed,  equivalent 
revenue  could  be  raised  from  some  other  tax  with  similar  effects 
on  federal  receipts.   Because  this  latter  tax  increase  has  no 
budget  implications  neither  does  removing  the  exemption. 

If  the  exemption  is  removed  for  D.C.  alone,  the  predominant 
effect  will  be  on  Fannie  Mae.   Because  of  its  competition  with 
Freddie  Mac,  Fannie  Mae  will  have  an  incentive  to  reduce  its  tax 
bill  by  shifting  activity  out  of  D.C.   The  tax  bill  it  pays  will 
come  from  two  primary  sources:   customers  and  shareholders.   To 
the  extent  it  can,  Fannie  will  try  to  pass  the  tax  on  to 
financial  institutions  and  the  final  borrowers.   If  Fannie  cannot 
pass  much  of  the  higher  costs  on  to  borrowers,  they  may  be  forced 
to  reduce  payments  to  shareholders  and  prices  for  Fannie  Mae's 
stock  may  fall. 
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Mr.  Chairman  and  members  of  the  committee 

One  of  the  advantages  that  federally  chartered  Government- 
Sponsored  Enterprises  (GSE)  enjoy  is  an  exemption  from  state  and 
local  taxes.   Mr.  Chairman,  ycu  have  introduced  legislation  that 
would  give  the  District  of  Columbia  the  right  to  impose  its 
corporate  income  tax  on  Fannie  Mae,  Freddie  Mac,  and  Sallie  Mae 
and  have  invited  us  here  to  talk  about  the  original  basis  for  the 
tax  exemption  and  whether  that  basis  holds  today.   We  are  also 
going  to  discuss  some  of  the  implications  of  imposing  such  a  tax. 

Without  Congressional  action,  instrumentalities  of  the  federal 
government  are  immune  from  taxation  by  state  and  local 
governments.   This  immunity  is  based  on  the  supremacy  clause  of 
the  Constitution,  as  originally  interpreted  in  early  Supreme 
Court  decisions.'   The  Court  determined  that  a  state  tax 
infringes  upon  the  supremacy  clause  when  it  taxes  an  organization 
with  federal  supervision  and  a  federal  charter.   Congress  has 
exempted  Fannie  Mae,  Freddie  Mac,  and  Sallie  Mae  from  state  and 
local  taxes,  except  for  property  taxes. 

Removing  the  exemption  will  have  the  direct  effect  of  reducing 
federal  tax  revenues  somewhat  because  many  state  and  local  taxes 


'Mcculloch  V.  Maryland.  17  U.S.  (9  Wheat.)  316;  Osborn  v.  Bank 
of  the  United  States.  22  U.S.  (9  Wheat.)  738. 
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are  deductible  in  computing  federal  Income  taxes.   However,  the 
net  revenue  effect  depends  on  what  states  and  localities  would 
have  done  if  the  exemption  had  not  been  removed.   For  example,  if 
states  and  localities  had  raised  income  taxes,  which  are 
deductible  from  federal  income  taxes,  federal  revenues  might  have 
gone  down  anyway.   Because  it  is  not  possible  to  know  what  states 
and  localities  would  have  done  if  the  exemption  had  not  been 
removed,  the  budgetary  effect  of  removing  the  exemption  is  not 
"scored" . 

The  effect  of  removing  the  tax  exemption  on  the  markets  for  home 
mortgages  and  student  loans  is  also  unclear.   To  the  extent  that 
the  GSEs  are  unable  to  avoid  the  tax  by  shifting  the  location  of 
their  activities,  removing  the  exemption  would  likely  (1) 
increase  the  cost  of  funds  to  home  borrowers,  (2)  reduce  the 
price  paid  to  financial  intermediaries  for  loans,  or  (3)  reduce 
the  return  to  GSE  shareholders  to  some  extent. 

GSES  Were  Established  To  Serve  Social  Goals 

The  three  GSEs  that  are  the  subject  of  this  legislation  were 
established  to  ensure  that  reasonably  priced  credit  would  be 
available  for  borrowers  in  specific  sectors  of  the  economy: 
housing  in  the  cases  of  Fannie  Mae  and  Freddie  Mac  and  education 
in  the  case  of  Sallie  Mae.   Each  was  created  to  correct  what  were 
perceived  as  failures  in  the  relevant  credit  markets,  at  the  time 
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they  were  established.   Mortgages  and  student  loans  were 
generally  characterized  by  small  principal  amounts,  loan 
contracts  that  were  not  standardized,  loan  quality  that  was  not 
easily  comparable,  risks  that  were  difficult  to  evaluate,  and  the 
lack  of  efficient  and  liquid  national  secondary  markets  for  these 
loans . 

GSEs  have  helped  to  overcome  these  perceived  market  flaws  by 
operating  nationally  to  make  funds  available  in  all  regions  of 
the  country.   They  offer  securities  that  are  highly  liquid,  sold 
in  large  denominations,  carry  known  maturities,  and  are' 
considered  relatively  safe.   In  addition,  they  create  liquid 
secondary  markets  so  that  loans  can  be  sold  or  resold  in  good  and 
bad  times . 

Federal  Ties  Constrain  and  Benefit  GSEs 

GSEs  are  subject  to  a  number  of  federal  controls  that  distinguish 
them  from  private  sector  corporations.   Boards  of  Directors 
generally  have  some  members  who  are  appointed  by  the  President. 
Directors  have  the  responsibility  to  ensure  that  the  enterprise 
operates  within  its  charter.   Freddie  Mac  and  Fannie  Mae  are 
subject  to  programmatic  oversight  by  HUD  as  well  as  prudential 
oversight  by  the  Office  of  Federal  Housing  Enterprise  Oversight 
(OFHEO).   The  Secretary  of  the  Treasury  is  authorized  to  approve 
or  disapprove  the  issuance  of  debt  by  the  three  GSEs. 
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The  three  GSEs  are  limited  by  their  charters  to  engage  in  certain 
permissible  types  of  activities:   housing  credit  for  Fannie  Mae 
and  Freddie  Mac  and  education  loans  for  Sallie  Mae.   These 
restrictions  are  meant  to  ensure  that  GSEs  operate  safely  and 
soundly  and  devote  energies  to  the  public  purposes  embedded  in 
their  charters.   However,  such  limitations  also  reduce  the 
ability  of  the  GSEs  to  enter  more  lucrative  markets  or  to 
diversify  and  thus  spread  their  risks  over  different  economic 
sectors . 

On  the  other  hand,  GSEs  have  many  operating  privileges  that 
increase  profitability  and  reduce  costs  to  borrowers  by  both 
lowering  operating  and  capital  costs  and  increasing  liquidity  of 
GSE  securities.   For  example,  GSEs  have  access  to  federal  funding 
should  it  ever  be  necessary.   Each  has  a  line  of  credit  with  the 
Treasury  equal  to  $2.25  billion  for  Fannie  Mae  and  Freddie  Mac 
and  $1  billion  for  Sallie  Mae.   This  implicit  backing  has  meant 
that  capital  markets  treat  most  GSE  debt  as  only  slightly  more 
risky  than  that  of  the  federal  government. 

Fannie  Mae,  Freddie  Mac,  and  Sallie  Mae  are  exempt  from  state  and 
local  taxes  except  real  property  taxes.   Sallie  Mae  has  an 
additional  advantage  resulting  from  the  fact  that  investors  in 
Its  securities  are  also  exempt  from  state  and  local  income  tax. 
In  addition,  none  of  the  three  GSEs  are  required  to  register 
their  securities  with  the  Securities  and  Exchange  Commission. 
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Financial  institutions  find  GSE  debt  attractive  because  it  can  be 
used  as  collateral  when  borrowing  from  the  Federal  Reserve  Banks. 

GSEs  Can  Act  as  Portfolio  Lenders,  Guarantors,  or  Both 

Sallie  Mae  operates  as  a  portfolio  lender.   It  raises  funds  by 
selling  debt  securities  or  equity  to  private  investors.   These 
funds,  in  turn,  are  used  to  purchase  student  loans  from  financial 
institutions,  make  loans  to  financial  institutions  to  free  up 
funds  for  them  to  make  additional  student  loans,  guarantee 
student  loan  revenue  bonds,  and  invest  in  educationally  related 
liquid  assets. 

Fannie  Mae  and  Freddie  Mac  operate  as  portfolio  lenders  and  as 
poolers  and  guarantors  of  mortgage  backed  securities  (MBS). 
Fannie  Mae  operates  as  a  portfolio  lender  and  MBS  guarantor 
earning  profits  from  both  interest  income  and  fees.   It  raises 
funds  for  portfolio  purchases  primarily  by  selling  debt 
securities.   Freddie  Mac  operates  primarily  as  an  MBS  guarantor 
but  also  has  a  portfolio  of  loans. 

State  and  Local  Tax  Exemption 

of  GSEs  May  Benefit  Federal  Treasury 

While  all  GSEs  are  now  exempt  from  state  and  local  income  taxes, 
Fannie  Mae,  Freddie  Mac,  and  Sallie  Mae  are  subject  to  federal 
corporate  income  tax.   Because  state  and  local  income  taxes  are 
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deductible  in  calculating  federal  income  tax,  the  exemption  of 
GSEs  means  that  federal  tax  revenues  may  be  higher  than  they 
would  be  without  the  exemption.   Whether  or  not  they  are  actually 
higher  depends  on  whether  and  how  the  forgone  state  and  local 
revenue  is  replaced.   For  example,  if  the  revenue  is  replaced  by 
sales  taxes,  which  are  not  deductible  under  the  federal 
individual  income  tax,  federal  revenues  are  higher  with  the 
exemption  than  without.   However,  if  it  is  replaced  by  other 
income  taxes  that  are  deductible  at  the  federal  level,  federal 
revenues  may  be  similar  with  or  without  the  exemption. 

The  direct  cost  to  federal  corporate  income  tax  collections  of 
removing  the  exemption  depends  in  part  on  the  state  and  local 
income  tax  rate.   The  higher  the  rate,  the  more  the  federal 
government  loses  of  the  revenue  it  would  have  collected.   For 
example,  in  fiscal  year  1993  Fannie  Mae  earned  over  $3  billion  in 
income  and  paid  about  $1  billion  in  federal  income  taxes.   If 
that  entire  $3  billion  had  been  subject  to  D.C.'s  10  percent 
corporate  tax  rate,  the  district  would  have  received  about  $300 
million  in  revenue.   However,  deducting  this  tax  bill  from  the 
federal  tax  base  would  reduce  federal  revenues  by  about  $105 
million.   The  federal  rate  would  be  reduced  from  35  percent  to  an 
effective  rate  of  31.5  percent. 

While  the  amounts  involved  for  Freddie  and  Sallie  are  not  nearly 
so  large,  the  potential  total  federal  revenue  loss  from  removing 
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the  exemption  for  all  three  GSEs  could  still  be  significant.   If 
an  equivalent  federal  revenue  loss  had  resulted  from  the 
introduction  of  a  new  tax  expenditure,  current  budget  rules  would 
require  that  the  revenue  loss  be  made  up  by  some  offsetting  tax 
increase  or  expenditure  reduction.   In  the  case  of  removing  the 
state  and  local  exemption,  the  budget  rules  do  not  require  such 
an  offset  because  it  is  not  known  what  the  District  of  Columbia 
would  have  done  if  the  exemption  had  not  been  removed.   For 
example,  if  the  District  had  instead  raised  an  equivalent  amount 
by  raising  its  individual  or  corporate  income  taxes,  federal 
revenues  would  also  have  fallen,  but  there  would  have  been  no 
need  to  account  for  the  fall.   For  consistency's  sake,  removal  of 
the  tax  exemption  is  not  counted  either. 

Tax  Exemption  Is  an  Advantage  for  GSEs 

Being  exempt  from  state  and  local  taxes  in  general  is  clearly  an 
advantage  for  GSEs.   Other  private  companies  who  are  subject  to 
these  taxes  and  compete  with  GSEs  either  as  portfolio  lenders  in 
the  primary  market  or  in  the  secondary  market  may  be  placed  at  a 
disadvantage.   While  GSEs  clearly  benefit,  it  is  not  clear 
exactly  who  captures  the  benef its--customers  or  owners.   If  the 
exemption  is  seen  as  a  cost  reduction,  it  could  be  (1)  passed  on 
to  borrowers,  either  financial  institutions  or  the  final 
customers,  in  the  form  of  lower  borrowing  costs,  (2)  passed  back 
to  GSE  owners  in  the  form  of  higher  profits,  or  (3)  shared  by 
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borrowers  and  owners . 

Even  if  the  amount  of  Fannie  Mae's  income  that  would  be  subject 
to  D.C.  tax  is  substantial,  it  is  not  clear  how  much  of  that 
income  and  revenue  would  remain  if  only  GSEs  in  the  District  are 
subject  to  tax.   The  long  term  revenue  impact  will  depend  on  the 
ability  of  GSEs  to  move  employment  and  revenue  outside  of  the 
District.   Because  Fannie  Mae  has  a  substantially  larger  presence 
in  D.C.  than  its  main  competitor,  it  has  more  to  lose  and  a 
correspondingly  larger  incentive  to  shift  activity. 

If  the  exemption  is  removed,  shareholders  of  GSEs  would  prefer  to 
pass  the  higher  taxes  on  to  borrowers,  but  market  conditions  may 
preclude  such  a  pass  through.   Should  GSEs  offer  tougher  terms 
for  purchasing  or  pooling  loans,  potential  customers  may  look  to 
alternatives.   For  example,  because  Fannie  Mae  would  be  hit 
harder  by  removing  the  exemption  from  District  taxes,  Freddie  Mac 
could  become  relatively  more  attractive.   Even  if  Freddie  Mac 
does  not  offer  better  terms  than  Fannie  Mae,  financial 
institutions  may  decide  to  hold  on  to  more  of  the  loans  they 
originate  than  they  would  otherwise. 

Competition  with  Freddie  Mac  may  put  limits  on  how  much  of  the 
tax  Fannie  Mae  can  pass  onto  customers.   If  Fannie  cannot  pass 
much  of  the  higher  costs  on  to  borrowers,  they  may  have  no 
alternative  but  to  reduce  shareholder  after  tax  income.   This 
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could  come  in  the  form  of  reduced  dividends,  lower  retained 
earnings,  and  lower  share  prices. 

In  conclusion,  subjecting  GSE  income  to  tax  in  the  District  of 
Columbia  has  the  potential  to  generate  substantial  revenue  for 
the  D.C.  government,  although  the  revenue  may  be  greater  in  the 
short  run  than  in  the  long  run.   This  revenue  will  come  from 
three  primary  sources:   the  federal  government,  mortgage 
borrowers,  and  GSE  shareholders.   All  of  this  adds  up  to  a 
difficult  tradeoff  to  make. 

Mr.  Chairman,  that  concludes  my  statement.   I  will  be  pleased  to 
respond  to  any  questions  you  or  other  members  of  the  committee 
may  have. 
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STATEMENT  OF  BRUCE  MARKS 

Mr.  Marks.  I  would  like  to  request  that  my  written  comments 
and  the  oral  comments  be  put  into  the  record. 

Ms.  Norton.  So  ordered. 

You  can  summarize  your  testimony. 

Mr.  Marks.  Yes,  I  will  do  that. 

My  name  is  Bruce  Marks.  I  am  executive  director  of  the  Union 
Neighborhood  Assistance  Corp.  We  do  comprehensive  housing  serv- 
ices and  we  do  housing  advocacy. 

We  were  in  the  forefront  of  the  fight  against  predatorial  lending, 
in  which  some  of  the  banks  including  Fleet  and  other  institutions 
were  involved,  in  terms  of  stealing  people's  homes,  particularly  low- 
and  moderate-income  families,  minority  families,  and  rate-dev- 
astated communities. 

We  are  going  to  be  expanding  in  nine  States  in  the  next  year  or 
year-and-a-half.  We  are  going  to  be  within  the  District  of  Columbia, 
sponsored  the  Reverend  Haggard,  who  is  here  from  the  Congrega- 
tional Church. 

Let  me  summarize  my  remarks  by  putting  them  into  a  frame- 
work. We  have  been  here  all  day  and  we  have  heard  about  nibbling 
around  the  edges;  how  to  cut  this  and  how  to  trim  that.  The  fact 
of  the  matter  is,  if  Fannie  Mae  was  doing  its  fair  share,  there 
would  be  $200  to  $300  million  that  they  should  be  required  to  fund 
in  terms  of  the  District  of  Columbia  to  be  able  to  run  this  govern- 
ment and  to  be  able  to  provide  the  appropriate  services  for  working 
people. 

In  Boston,  where  we  are  based,  tax-exempt  institutions  such  as 
the  hospitals  or  the  universities  are  tax-exempt,  but  they  make  in- 
kind  contributions  to  make  up  for  that.  Well,  Fannie  Mae  should 
be  in  that  position. 

What  we  have  already  heard  is  that  Fannie  Mae  provides  a  serv- 
ice. Well  let's  talk  about  the  reality  of  housing  and  the  reality  of 
mortgage  lending  within  our  country. 

We  have  got  two  tiers  out  there.  We  have  the  one  tier  that  if  you 
are  pure  as  the  driven  snow  in  terms  of  credit,  income  verification 
ratio,  and  all  the  documentation,  then  you  are  going  to  get  a  mort- 
gage and  you  are  going  to  get  that  through  Fannie  Mae.  But  the 
majority  of  working  people  don't  have  access  to  that. 

That  is  not  the  reality  of  life.  The  reality  is  that  if  you  don't  con- 
form to  the  exact  restrictive,  unrealistic  criteria  of  Fannie  Mae,  you 
are  subject  to  the  nonconforming  market. 

Are  those  people  therefore  not  creditworthy?  The  fact  of  the  mat- 
ter is  that  there  is  a  $25  billion  industry  out  there  that  is  one  of 
the  fastest-growing  industries  in  nonconforming  mortgage-backed 
securities — what  it  is  called  is  B,  C,  and  D  credit.  Basically,  not 
Fannie  Mae  conforming. 

But  these  working  people,  low-  and  moderate-income  people, 
often  minority  residents,  but  not  necessarily  so,  are  good  credit 
risks.  They  are  people  who  pay  their  mortgages.  They  are  people 
that  will  do  anything  to  have  the  opportunity  to  purchase  a  house. 

The  financing  institutions,  the  mortgage  companies,  and  the 
banks  understand  that,  and  are  lending  to  these  families  a  huge 
amount  of  money.  But  they  often  are  charging  10  points  to  origi- 
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nate  those  mortgages.  They  are  charging  15,  18,  20  percent  just  be- 
cause people  do  not  have  the  traditional  Fannie  Mae  requirements. 

Let's  talk  about  what  is  Fannie  Mae  doing  to  try  to  resolve  that, 
because  they  say  Fannie  Mae  wants  to  step  to  the  forefront.  If  you 
look  at  some  of  the  examples,  within  New  England,  you  have  major 
financial  institutions — Fleet,  Mellon,  the  Bank  of  Boston — which 
have  stepped  forward  and  are  saying:  "We  are  going  to  meet  the 
demands  of  working  people  out  there  and  we  are  going  to  lend  be- 
cause we  are  on  the  frontlines  and  we  understand  that  these  work- 
ing people  are  good  credit  risks." 

So  what  does  Fannie  Mae  say?  They  said  they  can't  buy  those 
mortgages  because  they  might  not  have  private  mortgage  insur- 
ance, or  because  their  credit  might  not  be  exactly  to  their  require- 
ments, or  because  the  banks'  ratios  are  not  as  restrictive  as  theirs. 

But  they  will  take  them,  as  long  as  they  can  send  them  back 
with  recourse  if  they  go  bad,  taking  none  of  the  risks.  Fannie  Mae 
is  brilliant  at  taking  none  of  the  risk.  That  is  why  they  made  $3 
billion.  That  is  why  they  have  increased  their  revenues  by  more 
than  25  percent  over  the  last  4  years. 

The  fact  of  the  matter  is,  Fannie  Mae  is  the  roadblock.  What 
they  are  very  good  at  is  issuing  press  releases.  They  are  very  good 
at  telling  a  story  and  really  threatening  working  people.  When  you 
read  their  press  release,  what  do  they  say?  They  say  that  if  you 
tax  Fannie  Mae,  they  are  going  to  increase  the  interest  rate  on 
working  people. 

That  is  unconscionable.  That  is  called  extortion. 

Mr.  Marks.  I  don't  think  you  should  stand  for  that.  Certainly 
working  people  shouldn't  stand  for  that.  If  you  are  a  stockholder 
in  Fannie  Mae,  vou  do  very  well.  Maybe  the  stockholders  should 
take  a  hit.  The  fact  of  the  matter  is  the  American  taxpayers  have 
a  right  to  demand  more  out  of  Fannie  Mae. 

Fannie  Mae  says  in  their  press  release  that  they  helped  finance 
6,800  low-  and  moderate-income  families  in  the  District  of  Colum- 
bia. Where  are  those  families?  Are  they  in  Southeast  or  Foggy  Bot- 
tom? 

They  say  in  the  press  release  that  they  employ  more  than  2,500 
people  in  Washington.  Where  do  those  people  live?  Are  they  paying 
taxes  in  the  District  of  Columbia?  The  fact  of  the  matter  is,  it  is 
important  to  scratch  the  surface  on  who  Fannie  Mae  is. 

So  let  me  end  by  focusing  on  the  suggestion  that  there  has  to  be 
a  new  social  contract  with  Fannie  Mae.  When  they  come  and  they 
say  they  want  to  do  derivatives,  why  do  they  want  to  do  that? 
Shouldn't  they  stick  to  what  is  required — providing  straightforward 
conventional  financing  for  working  people? 

The  question  should  be  asked  for  all  of  their  benefits.  Thev  have 
a  Federal  charter;  they  have  the  tax  exemption;  they  have  the  full 
faith  and  credit  of  the  American  Grovernment  behind  them;  they 
have  the  competitive  advantage.  They  should  be  held  accountable 
and  they  should  be  providing  financing  for  working  men  and 
women,  not  being  the  roadblock. 

The  fight  on  the  grassroots  level  is  going  to  be  to  break  down 
those  roadblocks,  to  take  on  Fannie  Mae  wherever  Fannie  Mae  is, 
because  the  fact  of  the  matter  is  we  have  won  a  lot  of  the  fights 
with  the  banks.  They  are  doing  the  right  thing. 
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Fannie  Mae  has  to  get  out  of  the  way  and  support  the  local  ini- 
tiatives because  if  you  ask  bankers,  you  ask  mortgage  companies, 
you  ask  finance  companies,  they  will  say  to  you  off  the  record,  the 
problem  is  with  Fannie  Mae.  They  set  the  standard.  Well  that 
standard  has  to  be  a  positive  one,  not  one  that  is  a  public  trough 
for  the  benefit  of  their  own  stockholders. 

Thank  you  very  much. 

Ms.  Norton.  Thank  you,  Mr.  Marks. 

[The  prepared  statement  of  Bruce  Marks  follows:] 
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My  name  is  Bruce  Marks.  I  am  Executive  Director  of  Union 
Neighborhood  Assietance  Corporation  (UNAC) ,  a  housing  services  and 
advocacy  organization  best  known  for  its  efforts  to  combat 
predatory  lending  by  large  financial  institutions.  For  the  past 
five  yeare,  UNAC  has  led  a  nationwide  campaign  to  expos©  the 
exploitative  lending  practices  of  a  handful  of  large  banks, 
thrifts,  and  finance  companies  who  have  tapped  into  the  very 
profitable  business  of  lending  to  credit-starved  families  living  in 
red- lined  communities. 

This  business  is  profitable  because  lenders  routinely  charge 
unconscionably  high  closing  costs  and  interest  rates.  It  is  not 
unusual  for  borrowers  to  pay  points  and  closing  coats  as  high  as  10 
or  15  percent  at  interest  rates  that  exceed  20  percent.  Often 
lenders  require  cash-strapped  borrowers  to  purchase  expensive 
credit  insurance  policies  that  they  do  not  need  and  cannot  afford. 
Countless  thousands  of  homeowners  have  already  lost  their  homes 
because  of  thie  type  of  usury  and  price  gouging.  Saddled  with 
monthly  mortgage  bills  that  can  exceed  three  fourths  of  their  take- 
home  pay,  thousands  more  are  faced  with  the  difficult  choice  of 
foregoing  basic  necessities  like  health  care  or  risking  default  and 
foreclosure. 
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How  do  these  lenders  get  away  with  it?  Why  do  bo  many  working 
families  fall  into  their  traps?  The  answers  to  these  questions 
might  surprise  you.  On  the  most  basic  level,  lenders  can  charge 
these  unconscionable  rates  and  feee  because  regulators  and 
lawmakers  have  made  it  easy  to  do  so  --  lawmakers  by  preempting 
state  usury  laws  during  the  heady  days  of  deregulation,  and 
regulators  by  refusing  to  broadly  enforce  federal  fair  lending 
laws.  But  that  doesn't  entirely  explain  why  so  many  working 
families  sign  on  the  dotted  lines  even  on  those  rare  occasions  when 
they  are  properly  informed  about  the  hidden  costs  and  debt  burdens. 
And  it  doesn't  explain  why  many  Wall  Street  stock  analysts  believe 
that  the  $25  billion-a-year  market  in  high-cost  mortgages  will 
continue  to  outpace  "conventional"  originations,  providing  the 
profit  engines  for  well  known  financial  Goliathe  like  NationsBank, 
BankAmerica,  and  Ford  Motor  Company. 

The  answer  is,  quite  simply,  that  we  have  a  two-tiered 
mortgage  credit  market  in  this  country.  One  tier  is  for  the  upper 
middle  class  suburbanites,  the  Ozzie  and  Harriets,  and  the  other  is 
for  the  vast  majority  of  Americans  who  work  for  a  living  and  don't 
have  A-1  credit,  the  Dan  and  RoseAnn  Connors.  If  you're  lucky 
enough  to  be  classified  as  an  Ozzie  and  Harriet  borrower,  you  have 
the  luxury  of  picking  up  the  yellow  pages  and  shopping  around  for 
the  bank,  S&L,  or  thrift  offering  the  best  loan  terms.  But  if 
you're  a  Dan  and  RoseAnn  borrower,  you're  stuck  with  a  handful  of 
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originatore  who  compete  for  who  can  pack  on  the  highest  coBts,  the 
most  exorbitant  rates ,  and  the  rioBt  unneedad  and  expensive 
aervices . 

Who  are  the  architects  of  thiB  credit  Apartheid,  the 
gatekeepers  who  arrogate  to  themselves  the  power  to  divide  the 
mortgage  borrowing  world  in  this  way? 

They  are  none  other  than  our  friends  at  Fannie  Mae.  With  a 
needlesBly  restrictive  set  of  underwriting  guidelines,  Fannie  Mae, 
more  than  any  other  private  or  governmental  entity,  shapes  the 
modern  mortgage  market.  In  the  world  of  conventional  1-4  family 
mortgages,  Fannie  ie  the  proverbial  600  pound  gorilla,  not  simply 
because  it  holds  one  out  of  every  eix  outstanding  mortgages  in  the 
country,  but  because  its  underwriting  conventions  set  the  standards 
under  which  most  other  market  participants  must  operate.  Mortgage 
originators  who  wish  to  acceee  the  secondary  market  must  pay  strict 
attention  to  Fannie  Mae'e  needleeely  restrictive  and  outmoded 
guidelines.  if  you're  a  mortgage  banker,  the  surest  way  to  gain 
credibility  among  secondary  mortgage  investors  --  insurance 
companies,  large  banks  and  pension  funds  --  is  to  gain  entrance 
onto  Fannnie's  approved  "seiler-Bervicer"  list.  So  if  Fannie  says 
"jump,"  you  say  "how  high."  if  Fannie  says  "thou  shalt  purchase 
private  mortgage  insurance,"  thou  purchaseth  it. 
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Although  th«  moat  conunon  barrier  to  homeownerahip  is  lack  of 
BAvinge*  Fannie' s  underwriting  guidelines  generally  require 
borrowers  to  contribute  downpaymente  of  at  least  5  percent  of  a 
home's  purchase  price.  Many  banks  engaged  in  community 
reinveetment  programs,  meanwhile,  have  downpaynent  requirenants 
that  are  considerably  lower  than  five  percent.  Under  pressure  from 
Congress  and  regulators,  Fannie  Mae  recently  relaxed  its 
downpayment  requiremente  to  accommodate  these  lenders,  but  Fannie 
will  only  purchase  these  loans  with  recourse,  meaning  the 
originating  banks  still  bear  the  brunt  of  the  risk. 

Another  roadblock  created  by  Fannie  Mae 'a  underwriting 
guidelines  is  an  unreasonable  insistence  that  buyers  paying  down 
less  than  20  percent  of  a  home's  purchase  price  obtain  expensive 
private  mortgage  insurance  (PMI).  PMI,  it's  important  to  remember, 
does  not  protect  the  homeowner  against  foreclosure;  it  simply 
offers  protection  to  Fannie  Mae  and  other  secondary  buyers.  These 
two  requirements  —  five  percent  downpayraents  and  expensive  PMI  — 
effectively  price  millions  of  potential  borrowers  out  of  the 
horaebuying  market  every  year.  But  even  more  insidious  are  Fannie 'e 
strict  guidelinee  requiring  eligible  borrowers  to  have  perfect  or 
nearly  perfect  credit  histories. 

When  evaluating  a  borrower's  credit  worthinaas,  moat  mortgage 
originators  employ  a  four  part  classification  system.  Loana  that 
meet  Fannie 's  strict  guidelines  are  often  referred  to  as  "A"  loana 
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or  "confonning  loans".  Loans  that  do  not  meet  the  guidelines  are 
called  non-conforming  and  are  further  subdivided  into  three 
categories:  B,  C  or  D  mortgages.  In  general,  a  B  mortgage  is  one 
where  the  borrower  meets  most  but  not  all  of  Fannie 'b  credit 
guidelines.  For  exanple,  a  borrower  who  missed  a  few  student  loan 
payments  over  the  past  24  months  might  be  claeaified  as  a  B  credit 
risk,  h  borrower  who  missed  student  loan  paymente  and  has  a 
relatively  Low  income  might  be  classified  as  a  C  credit  risk,  A 
borrower  who  has  had  more  longstanding  credit  problems  would 
generally  be  classified  as  a  D  credit  risk. 

The  vast  majority  (70%)  of  A  loans  that  are  sold  by 
originators  into  the  secondary  market  are  purchased  by  Fannie  or 
Freddie.  But  Fannie 's  discriminating  buying  habits  have  created  a 
dangerous  vacuum  into  which  has  stepped  a  sophisticated  network  of 
predatory  lenders  who  specialize  in  making  loans  that  do  not 
conform  to  Fannie  Mae  guidelines  --  the  B,  C  and  0  mortgages.  In 
fact,  Fannie  Mae  itself  was  one  of  the  largest  purchasers  of  non- 
conforming loans  originated  by  legendary  predators  like  Landbank 
Equity  Corp.  and  Friedlander,  the  Mortgage  People.  These  loans 
carried  unconecionably  high  interest  rates  and  origination  fees  and 
resulted  in  thousands  of  foreclosures  in  Virginia,  Maryland, 
Georgia  and  several  other  states.  First,  Fannie  Mae  helped  create 
the  demand  for  these  high-cost  mortgages  by  setting  unrealistic 
underwriting  criteria.  Then  the  agency  entered  into  agreements  with 
these  notorious  predatory  lenders,  agreeing  to  purchase  nearly  all 
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of  th«  predatory  loans.  Although  both  of  these  mortgage  companies 
were  eventually  shut  down  by  state  and  federal  law  enforcement 
agencies,  and  although  thousands  of  borrowers  lost  their  homes / 
Fannie  Mae's  stock.holderB  managed  to  escape  unscathed. 

With  Fannie  Mae's  implicit  seal  of  approval,  a  number  of  large 
secondary  buyers  have  recently  emerged  with  an  apparently 
insatiable  appetite  for  non-conforming  mortgages.  Wall  Street 
analysts  estimate  that  these  secondary  buyers  funnel  at  least  $25 
billion  annually  to  originators  of  high-rate,  high-cost  mortgages. 
By  moat  accounts,  this  emerging  secondary  market  will  likely 
outpace  growth  in  conventional  or  A  mortgages.  The  reason  for  this 
general  bullishness  is  clear:  securities  backed  by  B,  C  and  D  paper 
earn  substantially  higher  yields  than  traditional  mortgage  backed 
securities. 

In  theory,  the  high  coat  to  borrowers  —  and  the  high  yield  to 
investors  --  is  justified  by  a  supposed  higher  risk  of  borrower 
default.  But  a  look  at  the  underwriting  employed  by  B,  C  and  D 
originators  reveals  that,  if  anything,  these  loans  are  less  risky 
for  investors  because  they  have  relatively  low  loan-to-value 
ratios.  In  other  words,  the  values  of  the  homes  substantially 
exceed  the  loan  amounts.  if  borrowers  default,  servicers  simply 
foreclose  with  full  confidence  that  a  resale  of  the  property  will 
recover  all  or  substantially  all  of  the  loan  amount. 
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The  phenomenal  growth  of  this  non-conforming  market  is 
directly  related  to  Fannie 'e  refusal  to  update  its  restrictive 
uDderwriting  guidelinea  and  haa  profoundly  negative  implicationB 
for  the  future  of  residential  lending  and  home  tenure  in  this 
country.  Suddenly  millions  of  Americans  who  have  been  locked-out 
of  the  conventional  credit  Jiarket  find  themselves  aggressively 
courted  by  lenders  promising  easy  money  --  for  a  price.  For  these 
borrowers  the  question  is  no  longer  "can  I  get  a  loan?,"  but  "will 
I  lose  my  home  because  I  can't  afford  the  loan  I  have?" 

I  realize  the  story  of  Fannie 'a  pivotal  role  in  the  creation 
of  a  two-tiered  mortgage  market  clashes  with  the  tales  you've  all 
heard  about  public-spirited  Fannie  executives  launching  high-minded 
initiatives,  trillion  dollar  credit  programs,  public-private 
partnerships  and  countless  other  philanthropic  endeavors.  Although 
I  aiD  not  in  the  business  of  heaping  praise  on  financial  industry 
executives,  I  have  to  admit  that  there  is  one  area  in  which 
Fannie '8  executives  far  outshine  their  brethren  at  Freddie  Mac  and 
other  private-sector  financial  conglomerates:  public  relations. 
Hype.  Spin  control. 

I  wish  I  knew  just  how  much  Fannie  spent  annually  on  its  PR 
efforts.  I'm  willing  to  bet  it  far  exceeds  the  amount  of  mortgage 
financing  Fannie  funnels  to  inner  city  residents.  One  of  my 
favorite  examples  of  Fannie  spin  doctoring  is  the  recent 
announcement  in  Boston  of  an  initiative  to  sell  foreclosed 
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properties  to  owner-occupants  under  supposedly  favorable  terms .  The 
announceraant,  it  should  be  noted,  came  only  after  UNAC,  Congressman 
Joe  Kennedy  and  other  housing  advocates  revealed  that  more  than  a 
third  of  all  Fannie-owned  properties  were  being  eold  to  investors 
and  speculators,  many  of  whom  were  flipping  the  houses  for 
substantial  profit  thereby  contributing  to  the  deetabilization  of 
residential  neighborhoods. 

The  "new"  Fannie  program  allows  first  time  homabuyere  to 
purchase  Fannie-owned  properties  with  just  5  percent  down  payments, 
only  half  of  which  must  come  from  the  borrowers'  own  funds.  This 
would  have  been  a  helpful  progreun  two  years  ago.  But  today  it  is 
laughably  behind  the  times.  At  least  three  of  New  England's 
largest  banks  have  loan  products  that  are  considerably  more  buyer- 
friendly  than  the  new  Fannie  Mae  initiative.  A  Fleet  Bank  product 
distributed  through  UMAC,  for  example, 

If  I  may  be  so  bold  as  to  make  the  comparison^  Fannie 's 
crowing  about  its  meager  philanthropic  sprinklings  is  akin  to  the 
paternalistic  millowners  of  old  who  bragged  about  their  provision 
of  housing  for  employees  while  they  refused  to  pay  workers  a  living 
wage.  Redlined  Americans  don't  want  gifts  and  favors,  they  want 
what  is  rightfully  theirs:  fair  access  to  credit. 

After  all,  Fannie' e  roorket-shaping  power,  derives  not  from  o 
farsighted  business  plan  or  marketing  prowess,   but  from  a 
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Congressionally-bestowed  charter  and  all  the  benefits  that  derive 
tborefroiti:  de-facto  taxpayer  backing  that  reaesuree  investors  and 
lowers  its  cost  of  funds,  the  absence  of  meaningful  regulation  that 
gives  it  distinct  competitive  advantages  over  potential  private- 
sector  competitors,  and  an  increasingly  unjustif iiOale  exemption 
from  taxation. 

Congress  granted  Fannie  these  invaluable  public  protections 
and  subsidies  not  to  enrich  Fannie 'b  stockholders,  but  to  foster 
the  development  of  a  healthy  secondary  market  in  mortgages  and 
thereby  increase  the  level  of  home  lending  in  America.  It  wae  a 
classic  (and  initially  successful)  American  social  contract: 
Congress  agreed  to  protect  Fannie  from  competition,  insolvency, 
regulation  and  taxation,  if  the  agency  would  simply  keep  the 
mortgage  pipeline  clear.  Little  did  we  know  that  under  Fannie 's 
guidance,  that  pipeline  would  someday  have  two  separate  (and  not 
equal)  spigots. 

It  is  high  time  to  renegotiate  the  contract.  Many  of  us  have 
been  wondering  for  some  time  now  if  we're  really  getting  our 
money's  worth.  Requiring  Fannie  to  pay  its  fair  share  of  taxes  in 
its  host  city  is  a  good  first  step.  But  if  Congress  really  wants 
to  hold  the  agency  accountable  to  its  benefactors,  it  will  rewrite 
Fannie' e  charter  to  require  new  underwriting  guidelines  that  ensure 
all  Americans  a  fair  chance  of  receiving  affordable  mortgage 
credit.  And  Housing  Secretary  Cisneros  will  use  his  agency's  new 
oversight  authority  to  steer  Fannie  Mae  out  of  the  business  of 
investing  in  dangerous  and  esoteric  derivatives  and  back  into  the 
business  for  which  it  was  created. 
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QUESTIONS  AND  ANSWERS 

ABOUT 

UNION  NTIGHBORHOOD  ASSISTANCE 

CORPORATION  (UNAC) 

WEATISUNAC? 

A  private  non-profit  corporation  whose  goal  is  to  stabilize  neigbborboods  and 
maTimge  homeownersbip  opportunities  for  working  families.  Our  housing  counselors, 
ontreacb  coordinator]  and  buyer  broker  offer  homebuyers  "soup  to  oats"  assistance 
through  the  homebuying  process. 

WHO  DOES  UNAC  HEW? 

UNAC  assists  individuals  and  faniilies  with  household  incomes  under  115%  of  the 
Boston  median  income.  UNAC  homebuying  services  are  for  people  who  want  to  boy 
a  home  to  live  in. 

yVHATARE  THE  SERVICES  THAT  UNAC  HAS  TO  OFFER? 

Buver  Education  through  our  HoraeBuyer  Clubs  (HBC),  a  new  series  begtis 

every  mootb  (both  day  and  evening  sessions) 

Individual  CnunseHng  to  solve  credit  problems  and  help  you  decide  what  yon 

can  and  want  to  afford. 

Bnvers'  Brokerage  Service  to  help  you  find  a  home,  make  an  offer,  aad 

negotiate  the  lowest  and  fairest  possible  price. 

Buver-Friendlv  Mortoaoe  Products  to  make  your  purchase  possible  and 

affordable. 

Post  Ownership  Mfetlng^  to  help  you  gain  technical  expertise  in  home 

management  and  repair. 

ON  UNAC  HELP  GET  ME  AN  AFFORDABLE  MORTGAGE? 

Once  you  are  pre-qualified  by  UNAC,  you  will  have  access  to  UNAC's  three  mortgage 
products  and  other  special  programs  for  low  and  moderate  income  people.  All  of 
UNAC's  special  mortgages  have  reduced  upfront  costs  and  you  don't  have  to  have 
perfect  credit.  Nor  will  yon  need  to  purchase  expensive  private  mortgage  faotsurance. 
If  you  have  some  savings,  you  can  make  a  five  percent  dowupayment  and  get  a  very 
low  Interest  rate.  If  you  don't,  UNAC  has  a  market-rate  loan  with  no  downpaymcnt. 

HOW  DO  I  GET  INVOL  VED? 

Call  617-267-1144  to  find  out  what  your  next  step  is. 

UNAC  SERVICES  ARE  FREE 
UNAC  321  Columbus  Avenue,  Boston,  Ma  02116.  Phone:  267-1144 
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STATEME^^^  of  LEONARD  HACKER 

Ms.  Norton.  Mr.  Hacker. 

Mr.  Hacker.  Madam  Chairman,  members  of  the  committee,  my 
name  is  Leonard  Hacker.  I  chose  the  gross  receipts  tax  on  utilities 
as  an  example  of  a  tax  on  the  Federal  Government,  the  District 
government,  and  every  resident  of  the  District  as  well  as  churches, 
foreign  embassies,  and  every  other  entity  in  the  District.  These  or- 
ganizations pay,  but  it  illustrates  the  collection  losses  on  the  large 
hidden  tax  as  well  as  a  tax  on  tax  that  is  collected,  a  poor  method 
of  receipt  by  the  District. 

Let  me  start  by  giving  you  a  little  statistic  and  develop  it  from 
there.  Utility  rates  in  effect  in  the  District  of  Columbia  on  June  30, 
1991  include  a  gross  receipts  tax  of  6.7  percent  as  passed  by  the 
Council.  This  was  incorporated  into  the  base  rate  of  each  utility. 
But  the  effective  base  rate  incorporated  or  the  amount  collected — 
utilities  call  it  "grossed  up" — was  7.18  percent.  Grossed  up  as  used 
by  the  utilities  is  also  sometimes  called  by  them  making  the  utili- 
ties whole.  I  call  it  by  its  true  name:  Exempt  the  utilities  from  pay- 
ing any  tax. 

The  PEPCO  rate  in  effect  for  the  period  between  July  1,  1991, 
and  May  31,  1994,  was  supposed  to  be  a  rate  of  6.7  percent.  Their 
effective  rate  was  7.17  percent.  That  is  7.17  percent.  The  Council 
added  a  new  gross  receipts  tax  of  3  percent.  The  utilities  called  it 
a  surcharge  of  3  percent.  However,  their  effective  rate,  or  gross  up, 
which  they  collected  was  3.32226  percent.  For  those  of  you  not 
mathematicians,  that  is  a  10-percent  increase,  thereby  saying  that 
we  are  now  going  to  pay  9.7  percent  of  gross  receipts.  However,  the 
utilities  charged  10.50226  percent. 

These  rates  stayed  in  effect  until  June  1,  1994  when  the  Council 
passed  another  three-tenths  of  1  percent  increase  to  round  out  the 
gross  receipts  tax  to  10  percent.  However,  the  utilities  charged  by 
effectively  grossing  up  10.84667.  I  raise  these  things  because  this 
is  something  that  affects  each  of  us.  Ten  percent  of  those  light  bills 
is  a  gross  receipts  tax. 

So  what  does  the  Public  Service  Commission  do?  They  have  the 
Washington  Gas  utility  incorporate  that  into  their  rate  so  now  we 
have  the  gross  receipts  tax  as  part  of  the  rate.  We  no  longer  know 
what  is  there.  It  is  part  of  your  normal  bill.  They  leave  the  .300 — 
or  one-tenth  of  1  percent  as  a  gross  receipts  tax.  They  have  a  lovely 
statement  saying  your  gross  receipts  tax  has  gone  up  from  9.7  to 
10,  and  it  stays  there  and  everyone  forgets  about  it. 

However,  when  Washington  Gas  comes  along  and  incorporates 
the  G.R.T.  into  the  rate,  and  they  say,  "We  are  going  to  charge  it. 
We  are  not  going  to  issue  anything.  It  is  just  part  of  the  rate." 

The  D.C.  government  and  the  Federal  Government  lose  as  fol- 
lows by  paying  the  gross  receipts  tax  as  structured  now.  The  utili- 
ties have  been  exempt  by  this  action  from  the  gross  receipts  tax 
since  they  do  not  charge  themselves  any  rate.  In  other  words, 
PEPCO  doesn't  charge  itself  for  the  electricity,  therefore  it  pays  no 
gross  receipts  tax  on  an  item  it  uses,  but  doesn't  charge  itself  for. 
Washington  Gas  doesn't  charge  itself  for  gas  it  uses  and  the  tele- 
phone company  doesn't  charge  itself  for  telephones  or  telephone 
service. 
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The  District  does  not  have  the  use  of  the  gross  receipts  tax  col- 
lected for  a  possible  maximum  of  30  days  because  the  District  man- 
dated in  the  law  that  the  utilities  only  have  to  pay  their  gross  re- 
ceipt tax  once  a  month,  which  means  that  if  I  pay  my  bill  on  the 
2d  of  the  month,  the  utility  holds  my  money,  including  the  gross 
receipts  tax,  for  28  days  until  they  turn  it  oack  to  the  city.  They 
use  that  money  for  28  days  interest  free.  The  city,  on  the  other 
hand,  loses  the  use  of  that  money  for  28  days.  It  doesn't  make 
sense. 

The  District  borrows  money  and  pays  interest  on  this  borrowed 
money.  However,  the  utilities  do  not  pay  the  District  interest  on 
the  withheld  money. 

Ms.  Norton.  Mr.  Hacker,  can  you  summarize? 

Mr.  Hacker.  I  only  have  two  more  pages.  Money  that  the  Dis- 
trict does  not  receive,  they  have  to  borrow  in  order  to  pay  their 
utility  bill.  Ten  percent  of  that  bill  is  included  of  gross  receipts  tax. 
They  borrow  the  money,  the  District  pays  interest.  The  utilities 
keep  that  money  for  28  days  interest  free,  then  send  it  back  to  the 
District. 

This  is  the  most  ridiculous  tax  and  the  most  ridiculous  way  that 
the  city  has  of  collecting  one  of  the  largest  taxes  that  they  have. 
It  is  the  only  tax,  as  I  said,  that  everybody  in  the  District  pays  ex- 
cept the  utilities. 

Thank  you. 

Ms.  Norton.  Thank  you  very  much  Mr.  Hacker  and  I  want  to 
thank  all  of  you  for  waiting  an  unduly  long  time  simply  to  be 
heard. 

[The  prepared  statement  of  Leonard  Hacker  follows:] 
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MR. LEONARD  HACKER 


OUTLINE  OF  TESTIMONY  -  HEARING  NO  H.R.  2902 


Thursday  July  14 ,  1994 


Utilities  rates  in  effect  as  of  June  30,  1991  includjed  a  Gross 
Receipts  Tax  (GRT)  of  6.7%  in  base  but  the  effective  jrate 


utilities  is 
call  it  by 


(grossed  up)  to  7.18*.  -  "Grossed  up"  as  used  by  the 

also  sometimes  called  making  the  utilities  whole.   I 

its  true  name  -  -  exemption  of  the  utilities  from  payjing  any  of 

this  tax. 

PEPCO  Rates  in  effect  for  the  period  July  1,  1991  to 


Rate  included  is  base  6.7% 
Surcharge  3 .  % 


Effective  rate  (grossed 


May  31,  1994 

lup)  7.17    % 
Effective  rate  (grossed  lup)  3.32226% 

Total  9.7%  10.50226% 

Rates  in  affect  as  of  June  1,1994 

Surcharge  .3%   Effective  rate  (grossed 

10.0% 


up)   .34441% 
10.84667% 


Washington  Gas  has  been  given  permission  by  the  DC  Pujblic  Service 
Commission  to  include  the: 

Effective  rate  (grossed 


Surcharge  of  3 . % 

into  its  rate. 

Rate  included  is  base  9.7% 
surcharge  .3% 


Total 


10.0% 


up)  3.32226% 


Effective  rate  (grossed  !up)  10.50226% 
Effective  rate  (grossed  )ap)   .34441% 

10.84667% 


The  O.C.  Government,  and  the  U.S.  Government.,  lose  as  follows: 
by  paying  the  GRT  as  it  is  now  structured:  ] 

The  utilities  have  been  exempted  from  the  GRT  since  they 
do  not  charge  themselves  for  the  usage  of  their  respective 

GRT  payir.ent  to  the  District. 

The  District  does  not  have  the  use  of  the  GRT  tax  collected 
for  a  possible  naximum  of  30  days  each  month.   The  utilitieE 
pay  the  District  the  GRT  only  once  a  month.   TheV  collect 
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the  CRT  every  day  with  the  payment  of  their  bills. 


The  District  borrows  money  and  pays  interest  on  the  borrowed 
money  to  pay  the  utilities  bills  which  include  1:0.84667%  of 
these  bills  as  CRT.   The  utilities  pay  no  GRT  on  the 
utilities  thay  consume  and  have  use  of  the  District  money 
for  a  maximum  of  3  0  days  each  month  interest  free. 

The  Federal  Government  pays  the  sane  GRT  and  also  pays 
interest  on  its  money,  yet  the  Federal  GRT  payment  is  not 
sent  to  the  District  but  once  a  month. 


Poor  are  hardest  hit. 

Since  utilities  are  paid  by  many  poor  home  owners,  I  believe 
research  will  prove  that  in  some  instances  the  utilities 
payments  are  as  great  as  or  greater  that  the  real  estate 
taxes  the  poor  pay.   Therefore  more  than  10%  of  jthese 
utilities'  payments  are  an  additional  tax  imposed  upon  then. 


Oldest  are  unfairly  hit. 

Because  the  Public  Service  Commission  allowed  Washington  Gas 
to  roll  most  of  the  GRT  into  its  rate  and  PEFCO  did  not 
get  to  roll  the  last  3%  of  the  GRT  into  its  rate:,  a  great 
many  elderly  citizens  do  not  understand  the  difflerent  GRT 
charges  by  the  utilities,  nor  the  fact  they  are  paying 
a  total  of  10.84667%  tax  with  their  utility  charges. 


Commercial  properties  least  hit. 

Since  most  leases  allow  commercial  landlords  to  pass  along 
utility  expenses,  and  deduct  the  rest,  these  entities  are 
least  affected.   Properties  that  use  oil  or  coal!  do  not  pay 
a  GRT.  i 


Home  owners  and  renters  pay  disproportionately, 


As  almost  all  the  home  owners  and  renters  in  the!  District 
utilize  all  three  utilities,  their  GRT  payments  are  extra 
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large,   since  they  have  no  other  choice  of  utilities,  nor 
can  they  nake  changes  inexpensively. 


GRT  is  unfairly  alloved  to  be  incorporated  into  genetial 
utilities'  rates. 

I  believe  when  the  Public  Service  Commission  allowed  the 
utilities  to  roll  the  GRT  into  the  rate  it  hid  from  the 
public  the  great  amount  of  tax  they  pay  with  their 
utilities'  bills. 


District  loses  millions  of  dollars  through  the  method;  the 
District  uses  to  collect  GRT. 

Since  the  District  did  not  exempt  itself  from  the  GRT,  but 
did  exempt  the  utilities,  it  is  to  the  advantage  of  the 
utilities  to  withhold  the  payment  for  whatever  technical 
reason  for  as  long  as  possible  from  the  District,  yet  if  the 
District  pays  late  they  are  in  effect  paying  a  late  charge 
to  the  utilities  on  the  GRT.   The  utilities  do  not  turn  this 
late  charge  on  GRT  over  to  the  District,  but  keep  it  for 
their  troubles. 


District  does  not  use  effective  method  of  GRT  collection,  losing 
millions  of  dollars. 

If  the  District  were  to  keep  a  separate  line  on  leach 
utilities'  bill  for  GRT  identification,  each  utility  could 
be  asked  to  wire  the  GRT  collected  during  that  day  directly 
into  the  District  CRT  account.  In  an  instant  thb  District 
could  have  the  use  of  the  money  that  has  been  collected  for 
its  account,  saving  thousands  of  dollars  in  interest 
charges. 


Utilities  may  collect  late  charge  en  GRT,  yet  no  provision  has 
been  made  for  these  charges  to  be  passed  along  to  the  District 
(utilities  keep  this  additional  income) . 
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The  District  has  never  requested  that  the  utilitites  pass  on 
the  appropriate  share  of  the  late  charge  collected  by  the 
utilities  from  their  customers.   A  percentage  of|  the  late 
charge  is  GRT. 


Utilities  do  not  pay  District  or  Federal  Taxes  on  the!  GRT 
windfall. 


It  has  been  rey  experience  after  much  contact  and  discussion  with 
the  District  Public  Service  Commission  that  the  PSC's  primary 
concern  is  profit  for  the  utilities.   The  Commission  consistently 
rules  in  the  utilities  favor  on  GRT  collection. 

I  believe  Public  Service  CommiGsion  records  will,  reveal 
that  cases  reported  to  the  Commission  are  handled  with 
enormous  disproportion;   far,  far  more  cases  repjorted  to  the 
Conmission  are  settled  or  adjudicated  in  favor  of  the 
utilities  than  in  favor  of  the  consumer. 

Many  months  ago  I  asked  for  ^   summary  of  the  outcomes;  of  cases 
heard,  included  dollar  values,  and  I  am  still  waiting  for  a 
response.   Perhaps  if  Congress  asks  it  will  get  some  enswerWs. 

In  fact,  I  propose  that  a  Congressional  investigation  of  the  PSC 
be  launched  to  determine  if  its  multl-nillion  dollar  (budget  is 
expended  to  carry  out  its  mission  of  consumer  protection.   It  is 
clear  to  me  that  the  PSC  operates,  in  effect,  as  a  rubber  stamp 
am  of  the  utilities.   An  appropriate  arms-length  relationship 
between  the  regulator  and  the  regulated  simply  does  i>ot  exist;  in 
practical  terms,  rhe  two  bodies  are  one  outfit. 


District  reporting  ♦•o  Congress  is  contradictory  to  District 
testimony  in  Court. 

The  District  reports  to  Congress  that  the  GRT  was  9.7%,  but 
in  testimony  to  the  District  of  Columbia  Court  of  Appeals  by 
Mark  Gripentrog,  Acting  Chief  of  the  office  of  Economic  and 


84-687  O  -  94  -  10 
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Revenue  (DFR)  that  OFR  calculates  the  GRT  "so  asi  to  result 
in  a  tax-on-tax  effect". 


I  will  be  glad  to  elaborate  on  any  of  my  testimony  or:  answer  any 
questions. 


Thank  you 
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Ms.  Norton.  Your  patience  is  much  appreciated.  I  have  to  tell 
you  that  I  am  handicapped  in  how  to  approach  your  testimony  be- 
cause the  majority  entity  around  who  two  of  you  testified  isn't  even 
here.  I  am  not  sure  why  that  is.  I  am  not  sure  what  Fannie  Mae 
would  sav  if  it  were  here  and  testifying  as  part  of  the  panel. 

I  should  note  for  the  record  that  the  city  and  I  were — to  say  the 
least — excited  when  about  IV2  years  ago  somebody  proposed  to  us 
that  there  might  be  $300  million  out  there.  We  immediately 
pounced  on  it  and  worked  with  Chairman  Dixon  in  order  to  try  to 
get  this  money.  The  provision  was  authored  by  Chairman  Julian 
Dixon  on  the  Democratic  side  and  Mr.  McDade  on  the  Republican 
side.  It  was,  in  fact,  put  into  the  bill. 

This  provision  was  pulled  by  both  Mr.  Dixon  and  Mr.  McDade  at 
full  committee  after  objections  from  the  Banking  Committee,  the 
Rules  Committee,  the  House  leadership,  and  low-income  housing 
entities. 

I  don't  have  the  details  concerning  that.  Therefore,  I  can't  tell 
you  why  all  of  these  people  landed  in  on  their  provision.  But  I  can 
assure  you  that  I  remember  when  it  was  put  in.  I  remember  very 
specifically  that  both  the  District  government — this  is  before  we 
were  nearly  as  bad  off  as  we  are — thought  we  were  looking  a  gift 
horse  in  the  mouth.  Then  it  disappeared. 

We  will  try  to  find  out  why  all  of  these  entities  were  so  quick 
to  try  to  object.  Without  Fannie  Mae  here,  I  will  try  to  do  the  best 
I  can. 

Mr.  Marks.  Can  I  make  a  comment  on  that?  I  am  sorry  to  inter- 
rupt, but  there  are  some  people  from  Fannie  Mae  here.  David  Jef- 
fers  is  here. 

Ms.  Norton.  There  may  be  people  from  Fannie  Mae  here,  but 
nobody  was  invited  to  testify,  and  I  am  not  going  to  invite  more 
testimony  at  4:35  from  people  who  were  not  prepared. 

I  am  saying  it  is  unusual  to  have  testimony  about  an  entity 
which  was  not  invited  to  testify.  We  will  do  the  best  we  can.  We 
will  not  ask  for  sua  sponte  testimony,  but  I  do  think  that  we  ought 
to  put  some  things  on  the  record  so  that  we  can  find  out  as  much 
as  we  can  since  the  testimony  has  come  forward. 

I  suppose  I  should  ask  Mr.  McCool,  why  did  Congress  exempt 
these  three  GSEs  in  the  first  place? 

Mr.  McCoOL.  As  I  tried  to  say  in  my  statement,  they  are  exempt 
de  facto  unless  Congress  decides  not  to  exempt  them.  They  are  ex- 
empt in  the  initial  charter.  It  was  one  of  a  package  of  advantages 
that  was  given  to  GSEs. 

Ms.  Norton.  Somebody  must  have  decided  to  do  that  at  that 
point  then. 

Mr.  McCooL.  They  certainly  could  have  been  not  exempted  rath- 
er than  exempted. 

Ms.  Norton.  They  pay  property  tax,  don't  they? 

Mr.  McCooL.  They  pay  real  property  tax. 

Ms.  Norton.  What  other  taxes,  if  any,  do  they  pay? 

Mr.  McCooL.  They  pay  Federal  corporate  income  taxes. 

Ms.  Norton.  I  am  trying  to  sort  out  what  the  selections  were. 
How  was  it  decided  thev  ought  to  pay  this  and  they  ought  not  pay 
that?  There  must  have  been  some  policy  impetus  underneath  those 
decisions. 
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Mr,  McCooL.  One  of  the  policy  impetuses  had  to  do  with  this 
idea  of  making  for  a  national  market  and  not  having  either  Fannie 
Mae  or  Freddie  Mac  decide  to  do  their  numbers  in  a  particular  lo- 
cation because  of  State  taxes.  That  is  one  way  you  can  rationalize 
it. 

Mr.  Bali^nger.  Will  the  gentleman  yield?  Was  it  not  put  to- 
gether because  it  was  a  completely  new  idea  and  nobody  knew 
whether  it  was  going  to  work?  It  turned  out  to  be  fabulously  suc- 
cessful. Was  it  not  because  it  was  something  new  and  it  was  a  cre- 
ation of  Congress? 

Mr,  McCooL.  That  may  have  been  true  in  Fannie  Mae's  case.  I 
am  not  sure  that  is  so  true  with  Freddie  Mac.  Freddie  Mac  was 
given  Federal  tax  exemption  initially,  but  that  was  taken  away  in 
the  1984  Deficit  Reduction  Act. 

Mr.  Ballenger.  Is  it  in  the  charter  that  they  have  to  be  located 
in  the  District  of  Columbia? 

Mr.  McCooL.  It  is  in  Fannie  Mae's  charter  that  they  are  to  be 
located  in  the  District  of  Columbia  or  its  environs.  This  legislation 
would  specify  the  District  of  Columbia. 

Mr.  Ballenger.  There  are  some  States  that  don't  charge  income 
tax.  If  they  were  free  to  move,  obviously  if  the  tax  rate  was  going 
to  go  up,  they  could  move. 

Ms.  Norton.  Just  like  Freddie  Mac  moved  to  Virginia  where 
they  are  not  taxed.  I  don't  assume  that  Virginia,  from  what  I  know 
of  that  State,  would  particularly  tax  them.  Perhaps  they  would. 

Let  me  ask  you,  if  Fannie  Mae  was  taxed,  do  you  think  that  Vir- 
ginia would  say  we  ought  to  tax  them  too,  perhaps? 

Mr.  McCooL.  The  legislation  we  are  talking  about  would  just 
apply  the  District  tax.  But  if  Virginia  was  allowed  to  tax  them, 
they  very  well  might.  That  would  require  a  different  form  of  legis- 
lation. To  do  away  with  the  current  exemption  for  all  State  and 
local  taxes  would  allow  Virginia  to  tax  Freddie  Mac  and  any  other 
GSE  that  moved  into  Virginia. 

But  this  legislation,  from  my  understanding,  only  applies  to  the 
District  of  Columbia. 

Ms.  Norton.  That  is  right.  For  that  reason  one  gets  an  imme- 
diate competitive  advantage  if  one  happens  to  be  Freddie  Mac  rath- 
er than  Fannie  Mae.  Would  you  comment  on  that  competitive  ad- 
vantage and  whether  it  would  being  consistent  with  the  intention 
of  Congress  in  setting  up  the  GSEs  in  the  first  place. 

Mr.  McCooL.  It  would  certainly — it  would  appear  to  me  that 
there  would  be  an  advantage  to  Freddie  Mac  to  not  have  a  State 
tax  apply  to  them,  whereas  Fannie  Mae  would  have  a  State  tax. 
How  large  an  advantage  that  would  be,  whether  it  would  have  a 
significant  effect  at  the  level  of  the  borrower,  that  is  a  much  harder 
question  to  answer. 

Ms.  Norton.  I  thought  that  really  was  the  question:  Would  it 
make  any  difference?  Would  it  make  any  difference,  for  example, 
in  the  marketplace? 

Mr.  McCoOL,  It  would  make  a  difference,  but  the  problem  is 
knowing  how  large  a  difference  and  where  it  would  show  up.  The 
difference  could  show  up  in  the  form  of  different  rates  charged,  or 
could  show  up  simply  in  stock  prices.  Fannie  Mae's  stock  price  may 
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fall  by  8  or  10  percent  to  reflect  this  higher  tax.  That  is  the  hard 
thing. 

Ms.  Norton.  Are  these  two  entities  exactly  alike  in  the  way  they 
are  now  regulated? 

Mr.  McCooL.  The  way  they  are  regulated? 

Mr.  Shear.  They  are  both  subject  to  the  act  of  1992.  They  are 
both  subject  to  oversight  by  the  Federal  Housing  Finance  Board. 

Ms.  Norton.  I  am  trying  to  find  out  whether  there  is  some  over- 
riding policy  in  the  act  that  assumes  that  they  ought  to  be  treated, 
as  a  matter  of  law,  in  the  same  way  or  whether  it  would  just  not 
make  any  difference. 

Mr.  Shear.  It  is  not  stated  in  the  legislative  history  why  they 
were  granted  the  exemption.  If  it  was  taken  away  from  them, 
maybe  something  would  have  appeared. 

Ms.  Norton.  No,  I  want  to  know  is  there  anything  in  the  legisla- 
tive history  that  makes  you  believe  that  Congress  intended  them 
to  be  treated  alike? 

Mr.  Shear.  I  do  not  think  we  can  answer  that  question. 

Ms.  Norton.  Are  they  in  fact  treated  roughly  alike  under  the 
law? 

Mr.  McCooL.  Currently? 

Ms.  Norton.  Yes. 

Mr.  McCooL.  I  would  say  yes. 

Mr.  Ballenger.  I  have  a  statement  that  was  written  here  for 
somebody  that  says — and  it  makes  sense — since  the  State  and  local 
income  tax  exemption  is  part  of  a  group  of  Federal  benefits  Con- 
gress deemed  necessary  to  support  Fannie  Mae's  public  purpose, 
and  the  fact  that  they  have  to  sell  in  all  50  States,  they  are  not 
allowed  to  select  New  England  or  somewhere  else.  At  that  time  it 
probably  made  good  sense.  It  was  brand  new  so  nobody  knew  what 
was  necessary.  That  is  what  I've  been  told. 

Ms.  Norton.  By  the  way,  Mr.  Marks,  I  take  it,  given  whose  in- 
terests you  are  supposed  to  protect,  you  would  rather  Fannie  Mae 
changed  its  practices  and  for  the  District  to  be  able  to  tax. 

Mr.  Marks.  No,  we  think  it  is  extremely  consistent.  If  they  are 
going  to  act  as  a  for-profit  corporation,  if  they  are  going  to  not  pro- 
vide services  to  working  people,  they  should  be  taxed 

Ms.  Norton.  I  did  not  say  that. 

Mr.  Mai?ks  [continuing].  Like  any  corporation.  We  just  feel  very 
strongly  that  Fannie  Mae  is  in  violation  of  its  charter,  what  they 
are  supposed  to  do.  The  fact  of  the  matter  is  they  should  have  to 
provide  benefits  or  pay  their  appropriate  share  of  taxes. 

Ms.  Norton.  You  want  both.  You  want  them  taxed  here  and  you 
want  their  practices  changed  as  well. 

Mr.  Marks.  That  is  right,  because  there  should  be  fairness  out 
there  and  there  should  be  consistency  out  there, 

Mr.  Ballenger.  May  I  ask  a  question? 

Ms.  Norton.  By  all  means. 

Mr.  Ballenger.  Does  the  Union  Neighborhood  Assistance  Cor- 
poration lend  money — do  you  finance  homes  and  so  forth? 

Mr.  Marks.  We  are  mortgage  originators.  To  do  that,  we  have 
agreements  with  financial  institutions.  We  do  home  buyer  classes 
for  low-  and  moderate-income  families,  we  do  intensive  counseling, 
we  get  low-  and  moderate-income  families  through  the  mortgage 
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process  who  would  not  ordinarily  be  able  to  access  mortgage  prod- 
ucts, and  we  have  agreements  with  financial  institutions  that  they 
will  underwrite  those  mortgages.  So  we  are  not  actually  lenders; 
we  are  actually  mortgage  originators. 

Mr.  Ballenger.  Are  you  a  tax  exempt  organization? 

Mr.  Marks.  Yes,  we  are. 

Ms.  Norton.  Mr.  McCool,  you  indicate  in  your  testimony  that 
the  revenue  would  come  fi-om  three  sources,  the  Federal  Grovern- 
ment,  mortgage  borrowers,  and  GSE  shareholders.  All  of  this  adds 
up  to  a  difficult  trade-off  to  make.  I  wish  you  would  explain  that. 

Mr.  McCooL.  The  statement  purpose  is  to  indicate  that  there  are 
benefits  and  costs,  and  that  Congress  has  to  decide  whether  the 
benefits  outweigh  the  costs.  It  may  or  may  not  be  fi*ee  money  to 
the  District,  but  it  is  certainly  not  fi*ee  money  to  the  country  as  a 
whole.  Somebody  will  have  to  pay.  That  is  fine,  but  people  always 
end  up  paying  taxes,  whether  it  be  shareholders  or  customers.  In 
this  case,  because  of  the  deductibility  at  the  Federal  level,  there 
will  be  some  offsetting  Federal  revenue  loss.  That  is  all  it  was 
meant  to  say. 

Ms.  Norton.  I  suspect  that  the  chairman  was  right  when  he 
said,  given  what  the  Congress  did  yesterday,  the  notion  that  the 
Congress  would  vote  to  take  $300  million  in  tax  revenues  and  give 
it  to  the  District,  which  might  come  out  of  the  pockets  of  the  aver- 
age mortgage  payer,  is  highly  unlikely. 

In  any  case,  tnere  were  those  of  us  who  before  the  controversy 
arose  thought  that  there  was  something  here  that  was  untapped, 
but  found  that  there  were  reasons  not  to.  I  do  not  to  this  day  know 
why  it  was  pulled.  It  was  in  the  bill.  All  I  know  is  it  was  in  the 
bill  and  we  thought  $300  million  was  coming  to  the  District  and 
it  all  got  pulled  out. 

One  of  the  things  that  I  would  like  to  suggest  that  the  staff  of 
the  District  Committee  do  is  to  check  with  the  Banking  Committee, 
the  Rules  Committee,  and  others  with  low-income  housing  jurisdic- 
tion to  find  out  what  happened.  You  might  want  to  check  with  Mr. 
Dixon's  staff  as  well,  because  it  would  be  important  to  know  why 
a  provision  that  would  have  brought  $300  million  to  the  District 
and  was  put  into  the  appropriation  bill,  to  the  great  delight  of 
those  representing  the  District,  in  fact  was  pulled  hastily. 

Are  there  any  more  questions?  Mr.  Ballenger,  do  you  have  any 
more  questions? 

Mr.  Ballenger.  No.  I  notice  that  it  is  mentioned  in  another  of 
my  notes  here  that  Representative  Stark's  bill  would  permit  the 
District  to  tax  Fannie  Mae.  The  bill  also  would  require  Fannie  Mae 
to  maintain  an  office  in  the  District,  which  makes  it  sound  like  it 
is  necessary. 

My  understanding  is  that  they  created  close  to  1,000  jobs  here. 
If  the  bill  was  not  passed,  they  could  move,  A  thousand  jobs,  what- 
ever fi'inge  benefits  and  so  forth  they  pay  probably  would  be  great- 
ly appreciated  in  the  State  of  Virginia  or  the  State  of  Maryland. 

A  10-percent  corporate  income  tax  at  the  State  level  is  pretty 
high.  There  are  a  whole  bunch  of  States  that  do  not  charge  any  in- 
come taxes.  If  this  is  a  real  problem  and  you  legally  can  move  for 
10  percent,  I  would  say  there  are  a  whole  bunch  of  companies  I 
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know  that  would  move  for  that  amount  of  money.  But  I  do  not 
know  whether  legally  they  can  or  not. 

Ms.  Norton.  Fannie  Mae  could  now.  If  a  bill  looked  like  it  was 
going  to  pass,  they  would  probably  get  out  of  town  fast  before  the 
bill  in  fact  did  pass. 

Mr.  Ballenger.  Mr.  Stark's  bill  would  require  Fannie  Mae  to 
maintain  an  office 

Ms.  Norton.  They  can  move  now.  In  fact,  they  take  great  pride 
in  saying  they  have  stayed  and  Freddie  Mac  has  not.  But  I  suspect 
if  it  looked  like  this  bill  was  ever  going  to  the  House  floor,  they 
would  make  an  early  decision. 

Mr.  Ballenger.  Right. 

Ms.  Norton.  Before  the  bill  was  passed. 

Do  you  have  any  more  questions,  Mr.  Ballenger? 

Mr.  Ballenger.  No. 

Ms.  Norton.  I  think  Mr.  Johnson  has  some  questions  to  ask  for 
the  chairman. 

Mr.  Johnson.  I  need  to  clarify  a  couple  of  things.  The  chairman 
has  introduced  two  bills.  One  of  the  bills  would  require  that  Fannie 
Mae  maintain  its  principal  place  of  business  in  the  District  of  Co- 
lumbia. Under  current  law,  it  has  to  operate  in  the  District  of  Co- 
lumbia or  the  metropolitan  area. 

It  would  certainly  send  some  kind  of  signal  in  response  to  legisla- 
tion that  simply  would  enable  the  District,  not  require  the  District, 
to  tax  Fannie  Mae,  if  it  decided  to  leave  the  District  of  Columbia 
and  take  those  jobs  away.  That  would  be  a  disturbing  signal.  I  am 
sure  Mr.  Stark  feels  that  way. 

Mr.  Marks,  the  question  was  raised  about  whether  or  not  your 
organization  is  nonprofit.  What  is  your  organization's  gross  income? 

Mr.  Marks.  The  organization's  gross  income  is  around  $300,000. 

Mr.  Johnson.  Do  you  know  Fannie  Mae's  gross  income  in  1993? 

Mr.  Marks.  Oh,  it  is 

Mr.  Johnson.  It  is  around  $3  billion;  is  that  correct? 

Mr.  Marks.  That  is  correct. 

Mr.  Johnson.  Quite  a  difference  between  your  organization. 

Mr.  Marks.  I  would  think  so,  yes. 

Mr.  Johnson.  Do  you  know  what  the  top  official  in  Fannie  Mae's 
salary  was  for  1993? 

Mr.  Marks.  We  know  it  was  considerable.  We  also  know  the  last 
chairman  received  tremendously  generous  severance  pay — I  believe 
about  $20  million. 

Mr.  Johnson.  Much  larger  than  your  organization's  gross  in- 
come; is  that  correct? 

Mr.  Marks.  Yes. 

Mr.  Johnson.  I  would  like  to  thank  you  for  testifying.  The  com- 
mittee staff*  attempted  to  get  other  witnesses  to  testify  about 
Fannie  Mae.  Many  of  them  auite  frankl>;  told  us  that  they  could 
not  do  it  because  of  philanthropic  relationships  they  have  with 
Fannie  Mae.  So  we  appreciate  your  being  here. 

Fannie  Mae  issued  a  release  today  stating  that  in  the  District  of 
Columbia  it  provides  $624  million  in  housing  finance  to  help  6,800 
low-,  moderate-  and  middle-income  families  in  the  District  of  Co- 
lumbia. Do  you  have  a  sense  of  what  percentage  of  that  $624  mil- 
lion might  go  to  low  income  families  in  the  District? 
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Mr.  Marks.  That  is  a  very  good  question,  because  when  we  did 
research  on  Fannie  Mae  in  Boston  and  in  some  of  the  other  com- 
munities, what  we  found  is  that  Fannie  Mae's  definition  of  low  and 
moderate  income  is  not  what  anybody  in  an  objective  manner 
would  call  a  low-  and  moderate-income  person.  The  fact  of  the  mat- 
ter is,  a  very  small  percentage  of  those  families  are  people  who 
would  really  be  considered  low  and  moderate  income. 

But  you  have  to  scratch  the  surface  to  rate  Fannie  Mae.  Look  at 
all  the  foreclosures  they  do.  In  Boston,  where  we  have  some  pretty 
good  programs,  over  30  percent  of  their  foreclosed  properties  are 
sold  to  investors.  A  number  of  them  are  sold  to  investors  who  have 
a  record  of  being  slum  landlords. 

The  fact  of  the  matter  is  that  they  do  not  lend  to  low-  and  mod- 
erate-income families.  They  do  not  sell  their  foreclosed  properties 
to  owner  occupants  as  much  as  they  should.  Yet  when  you  look  at 
predatory  lending  that  is  out  there,  as  in  the  Friedlander  case 
where  the  Friedlanders  were  thrown  in  jail  for  predatory  lending, 
Fannie  Mae  brought  those  high-interest,  extortionist  mortgages. 
Look  at  the  Landbank  scam.  Fannie  Mae  bought  those  mortgages. 

The  fact  of  the  matter  is,  Fannie  Mae  is  an  entity  that  supports, 
in  some  cases,  predatory  lending.  It  clearly  does  not  meet  the  needs 
of  working  men  and  women. 

I  would  like  to  comment  on  why  in  our  opinion  the  Fannie  Mae 
tax  proposal  was  pulled.  Fannie  Mae  had  a  net  income  of  $3  billion. 
They  had  a  lot  of  money  to  throw  around  and  they  throw  that 
money  around  very  well.  They  spent  a  lot  of  money,  throwing  that 
money  around. 

Ms.  Norton.  I  want  to  say  I  don't  think  Mr.  Dixon,  Mr.  McDade, 
the  House  leadership,  or  the  Banking  Committee  would  have 
abruptly  pulled  the  bill  only  because  somebody  gave  them  some 
money. 

I  do  not  think  that  is  an  appropriate  response,  given  the  fact  that 
the  people  involved  were  among  the  best  friends  of  the  District. 

Mr.  Marks.  No.  If  I  can  clarify  those  remarks.  It  is  when  you 
look  at  their  philanthropic  position  and  you  look  at  the  gfroups  they 
deal  with,  clearly  the  Representatives  are  not  going  to  be  out  there 
on  a  limb  if  the  other  groups  are  not  going  to  be  there  to  support 
them. 

Over  the  next  2  or  3  years  in  our  campaign,  we  will  expose  the 
reality  of  Fannie  Mae.  I  think  that  is  important.  So  when  there  are 
future  hearings,  people  will  have  a  better  idea  of  who  Fannie  Mae 
is  and  what  Fannie  Mae  does.  There  should  be  a  much  more  objec- 
tive context  for  the  evaluation  of  whether  they  should  pay  tsixes  or 
whether  they  actually  meet  the  requirements  of  their  Federal  char- 
ter. 

Mr.  Johnson.  Ms.  Norton,  the  committee  staff  will  look  further 
into  what  happened  last  year.  Our  understanding,  among  other 
reasons,  was  that  there  were  jurisdictional  concerns.  Some  of  the 
authorizing  committee  chairmen  objected  to  the  way  the  provision 
got  into  the  bill.  But,  thank  you  very  much. 

Ms.  Norton.  Thank  you  very  much. 

I  am  told  that  there  were  policy  concerns,  that  is  why  I  believe 
the  committee  should  look  more  deeply  into  it. 
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I  want  to  thank  all  three  of  you.  You  have  been  the  last  wit- 
nesses. You  have  surely  had  to  wait  longer  than  others. 

Mr.  Hacker,  I  particularly  appreciate  your  testimony.  I  recognize 
it  was  for  many  of  us  more  arcane.  That  is  the  problem  is  with  us, 
not  you. 

I  very  much  appreciate  that  you  took  the  time  to  analyze  this 
issue  the  way  you  did  and  believe  that  it  is  an  issue  that  very 
much  bears  looking  into.  Indeed,  I  think  that  the  issue  of  Fannie 
Mae  also  bears  looking  into. 

I  am  sorry  Fannie  Mae  was  not  here  so  we  could  have  had  a  real 
dialog.  They  could  have  responded. 

One  of  tne  things  I  would  have  asked  them,  for  example,  was 
whether  or  not  they  pressured  or  lobbied  the  committees  that  with- 
drew the  matter  from  the  bill  that  the  District,  Mr.  Dixon  and  I 
had  gotten  into  the  bill. 

In  any  case,  your  testimony  is  very  useful.  As  we  look  for  more 
revenue  for  the  District  and  not  simply  for  ways  to  reduce  spending 
in  the  District,  it  is  very  important  to  nave  had  this  last  panel. 

I  apologize  to  you  that  you  had  to  wait  so  long.  We  have  been 
here  since  10:30  this  morning,  but  I  am  particularly  appreciative 
to  you  that  were  indeed  willing  to  wait  so  long. 

Thank  you  very  much. 

I  iust  want  to  announce  that  the  record  will  remain  open  for  2 
weeks.  The  hearing  is  now  adjourned. 

[Whereupon,  at  4:55  p.m.,  the  committee  was  adjourned.] 


MARKUP  OF  H.R  2902,  A  BILL  TO  AMEND  THE 
DISTRICT  OF  COLUMBIA  SELF-GOVERN- 
MENT AND  GOVERNMENTAL  REORGANIZA- 
TION ACT 


MONDAY,  SEPTEMBER  26,  1994. 

House  of  Representatives, 
Committee  on  District  of  Columbia, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  5:30  p.m.,  in  room  H- 
301,  the  Capitol,  Hon.  Pete  Stark  (chairman  of  the  committee)  pre- 
siding. 

Members  present:  Representatives  Stark,  Norton,  Lewis,  Bliley, 
Saxton,  and  Ballenger. 

Staff  present:  Broderick  D.  Johnson,  Staff  Director;  Dale 
Maclver,  Senior  Staff  Counsel;  Brigid  S.  Quinn,  Senior  Legislative 
Associate;  Mark  J.  Davis,  Senior  Staff  Counsel;  Julius  P.  Terrell, 
Staff  Counsel;  Marzy  Bedford-Billinghurst,  Legislative  Associate; 
Michelle  C.  Cole,  Research  Assistant;  Dennis  G.  Smith,  Minority 
Staff  Director;  Ron  Hamm,  Senior  Legislative  Associate;  Bud 
Albright,  Minority  Chief  Counsel;  Nancy  Noe,  Legislative  Associate; 
Ashley  Rehr,  Staff  Assistant;  and  Rick  Dykema,  Staff  Assistant. 

The  Chairman.  We  will  proceed.  The  business  before  us  is  H.R. 
2902,  to  reauthorize  the  Federal  payment.  The  purpose  of  acting  in 
this  manner,  hopefully  before  adjournment,  is  so  that  the  District 
and  0MB  can  prepare  their  1996  budgets. 

The  Federal  payment  formula  expires  at  the  end  of  fiscal  1995. 
The  ranking  member,  Mr.  Bliley,  and  I  have  introduced  separate 
bills  to  continue  a  formula-based  approach.  We  will  continue  to 
work  with  Representative  Norton  to  reach  a  consensus.  We  are  not 
abandoning  the  wisdom  of  a  formula-based  approach,  but  an  in- 
terim measure  is  needed. 

The  bipartisan  amendment  upon  which  I  hope  the  committee  will 
act  today  does  two  things.  It  freezes  the  Federal  payment  author- 
ization at  the  fiscal  1995  level  of  $660  million.  As  GAO  has  pointed 
out,  unless  changes  are  made  in  the  way  the  District  handles  its 
finances,  it  could  need  a  Federal  bailout. 

The  amendment,  therefore,  includes  a  framework  for  fiscal  and 
performance  accountability  standards,  beginning  this  year,  which 
the  District  must  adopt.  Micromanagement  of  the  District  is  not 
our  role,  but  we  must  have  accurate  details  about  the  city's  finan- 
cial and  management  practices  in  order  to  carry  out  our  present 
and  any  prospective  responsibilities. 

(289) 
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It  should  come  as  no  surprise  to  anyone  that  a  formula-driven 
package  could  actually  result  in  a  decrease  for  the  District.  I  know 
that  in  the  past,  there  have  been  freezes  on  the  Federal  payment. 
I  do  not  think  it  would  be  proper  to  draw  any  comparison  with 
what  we  have  done  in  the  past. 

It  was  decided,  in  view  of  the  possible  cash  shortfall  of  the  Dis- 
trict, and  concerns  whether  an  established  figure  could  be  substan- 
tiated in  a  bipartisan  way,  that  it  would  be  the  proper  way  for  us 
to  proceed.  We  reaffirm  that  we  must  have  accurate,  timely,  and 
substantiated  figures  on  which  to  base  any  future  actions  should  a 
formula  be  the  way  we  would  go. 

I  am  going  to  ask  Mr.  Bliley,  if  he  has  a  statement  at  this  time. 

[The  prepared  statement  of  Chairman  Stark  follows:] 

Prepared  Statement  of  Hon.  Pete  Stark,  Chairman,  Committee  on  the 

District  of  Columbia 

The  business  before  the  Committee  is  reauthorization  of  the  Federal  payment  to 
the  District  of  Columbia  for  fiscal  year  1996.  It  is  important  that  we  act  before  ad- 
journment so  that  the  city  government  and  the  Office  of  Management  and  Budget 
can  prepared  their  1996  budget  submissions. 

From  fiscal  year  1993  through  fiscal  year  1995,  the  Federal  payment  has  been 
based  on  a  formula  that  expires  at  the  end  of  fiscal  year  1995. 

On  August  5,  1993,  I  introduced  H.R.  2902  (along  with  other  Members  of  the 
Committee),  to  clarify  ambiguity  in  applying  the  formula  and  to  increase  the  per- 
centage of  local  revenue  on  which  that  payment  is  determined,  from  24  to  30  f>er- 
cent.  On  April  12,  1994,  the  Ranking  Member  of  this  Committee,  Rep.  Tom  Bliley, 
introduced  his  own  alternative.  Neither  his  proposal  nor  mine  abandons  the  for- 
mula-based approach,  and  we  are  working  to  reconcile  our  positions.  For  now,  we 
have  agreed  upon  an  interim  solution  for  fiscal  year  1996. 

This  bipartisan  proposal  freezes  the  authorization  at  the  1995  appropriation  level, 
namely  $660  million,  were  we  simply  to  extend  the  existing  formula,  the  District's 
authorized  Federal  payment  would  decrease  in  fiscal  year  1996. 

The  substitute  also  includes  provisions  mandating  performance  planning  and  re- 
porting for  the  District  government. 

The  fiscal  and  management  problems  of  the  District  of  Columbia  government  have 
been  well  documented  by  the  GAO.  Unless  policy  changes  are  implemented  imme- 
diately in  the  way  the  District  handles  revenues  and  expenditures,  the  city  will  like- 
ly need  a  Federal  bailout  during  fiscal  year  1995.  Such  Federal  intervention  could 
threaten  Home  Rule. 

The  Congress  has  mandated  that  the  District  make  disciplined  and  difficult  deci- 
sions. The  fiscal  year  1995  Appropriations  bill  mandates  $140  million  in  spending 
cuts  and  requires  the  District  to  submit  quarterly  financial  reports  to  the  Congress. 
The  bipartisan  substitute  before  us  requires  additional  annual  planning  and  report- 
ing, beginning  in  fiscal  year  1995.  These  requirements  provide  a  framework  for  the 
District  to  develop  its  own  financial  and  performance  accountability  standards. 

Micro-management  of  the  District  of  Columbia  is  not  the  proper  role  of  Congress. 
Nevertheless,  in  furtherance  of  our  responsibilities,  we  must  receive  and  review  ac- 
curate and  honest  details  about  the  city's  finances  and  management. 

I  urge  my  colleagues  to  support  this  amendment. 

Are  there  other  Members  of  the  Committee  who  wish  to  make  opening  state- 
ments? 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  will  be  brief  and  ask 
that  the  entire  statement  be  placed  in  the  record.  You  have 
summed  up  pretty  much  everything.  I  am  pleased  to  support  the 
bipartisan  compromise  that  we  have  crafted  as  the  committee  sub- 
stitute to  H.R.  2902. 

It  has  been  a  pleasure  working  with  you  and  the  gentlewoman 
from  the  District,  Ms.  Norton.  With  the  few  hours  left  in  the  103d 
Congress,  this  is  no  time  to  abandon  the  road  we  have  taken  to- 
gether this  year.  It  would  have  been  easy  to  put  off  reauthorization 
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of  the  Federal  payment  until  next  year,  but  that  would  not  have 
been  fair  to  the  people  of  the  District  of  Columbia. 

We  cannot  realistically  expect  the  District  government  to  prepare 
its  budget  without  this  authorization.  We  cannot  ask  someone  else 
to  do  our  job  for  us.  This  compromise  merits  the  support  of  all 
Members  on  both  sides  of  the  aisle.  I  will  certainly  be  working  to 
see  the  ones  of  my  side  of  the  aisle  support  it. 

It  contains  important  changes  to  the  Home  Rule  Act,  which  will 
assist  the  District  in  its  planning,  setting  priorities,  and  budgeting. 
It  will  greatly  assist  us  in  discharging  our  constitutional  duties  by 
helping  us  measure  the  local  government's  performance.  We  have 
delegated  our  authority  to  the  local  government,  but  we  cannot  ab- 
dicate our  responsibilities.  These  changes  will  benefit  the  District 
and  Congress  alike. 

Thank  you  again,  Mr.  Chairman,  for  your  leadership.  I  am 
pleased  that  we  could  forge  this  important  agreement.  Let  me  also 
thank  my  Republican  colleagues  for  their  counsel  and  cooperation. 
We  cannot  complete  this  task  without  the  assistance  of  those  who 
are  smoothing  the  way  before  us. 

I  ask  unanimous  consent  the  record  be  left  open  for  members  to 
revise  and  extend  their  remarks.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Without  objection. 

[The  prepared  statement  of  Hon.  Thomas  J.  Bliley,  Jr.  follows:] 

Prepared  Statement  of  Hon.  Thomas  J.  Bliley,  Jr.,  a  Representative  in 
Congress  From  the  State  of  Virginia 

Thank  you,  Mr.  Chairman.  I  will  be  brief  and  ask  that  my  entire  statement  be 
included  in  the  record. 

I  am  pleased  to  support  the  bipartisan  compromise  we  have  crafted  together  as 
the  committee  substitute  to  H.R.  2902.  It  has  been  a  pleasure  working  with  you  and 
the  gentlewoman  from  the  District. 

With  only  a  few  hours  left  in  the  103rd  Congress,  this  is  no  time  to  abandon  the 
road  we  have  taken  together  this  year.  It  would  have  been  easy  to  put  off  reauthor- 
ization of  the  Federal  Payment  until  next  year,  but  that  would  not  have  been  fair 
to  the  people  of  the  District  of  Columbia.  We  cannot  realistically  expect  the  District 
government  to  prepare  its  budget  without  this  authorization.  We  cannot  ask  some- 
one else  to  do  our  job  for  us. 

This  compromise  merits  the  support  of  all  members  of  both  sides  of  the  aisle.  It 
contains  important  changes  to  the  Home  Rule  Act  which  will  assist  the  District  in 
its  planning,  setting  priorities,  and  budgeting.  It  will  greatlv  assist  us  in  discharg- 
ing our  constitutional  duties  by  helping  us  measure  the  local  government's  perform- 
ance. We  have  delegated  our  authority  to  the  local  government.  But  we  cannot  abdi- 
cate our  responsibilities.  These  changes  will  benefit  the  District  and  Congress  alike. 

Thank  you  again,  Mr.  Chairman  for  your  leadership.  I  am  pleased  that  we  could 
forge  this  important  agreement.  Let  me  also  thank  my  Republican  colleagues  for 
their  counsel  and  cooperation.  We  cannot  complete  this  task  without  the  assistance 
of  those  who  are  smoothing  the  way  before  us. 

I  ask  unanimous  consent  that  the  record  be  left  open  for  members  to  revise  and 
extend  their  remarks. 

The  Chairman.  Ms.  Norton. 

Ms.  Norton.  Thank  you,  Mr.  Chairman.  I  ask  that  my  entire 
statement  be  put  in  the  record. 

The  Chairman.  Without  objection. 

Ms.  Norton.  I  want  only  to  say  a  few  words.  First  of  all,  I  thank 
you  and  the  ranking  member,  Mr.  Bliley,  for  the  bipartisanship 
and  attention  you  have  shown  to  the  District  at  a  time  when  it 
greatly  needs  that  attention  and  support. 
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You  have  come  forward  with  this  Federal  payment  figure  at  this 
time  because  the  District  begins  its  budget  in  November,  long  be- 
fore the  Congress  gets  back.  The  calculation  of  the  Federal  amount 
is  critical  to  putting  together  the  viable  budget  that  the  GAO  and 
the  Congress  believes  must  come  forward  for  fiscal  year  1996. 

Since  there  have  often  been  good-faith  differences  between  the 
District  and  the  Congress  on  what  that  figure  ought  to  be,  I  believe 
your  actually  bringing  forward  this  figure  now  will  facilitate  the 
District  so  it  knows  the  amounts  and  the  limits  of  its  Federal  pay- 
ment. I  believe  this  is  the  best  possible  figure  we  could  get  in  this 
difficult  year,  I  very  much  appreciate  that  there  has  been  so  much 
cooperation  in  bringing  it  forward,  and  I  appreciate  your  statement 
that  we  will  indeed  be  revisiting  the  formula,  which  we  all  agree 
is  the  best  vehicle  for  helping  the  District  to  plan  its  budget  in  the 
best  and  most  precise  manner. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Hon.  Eleanor  Holmes  Norton  fol- 
lows:] 

Prepared  Statement  of  Hon.  Eleanor  Holmes  Norton,  a  Delegate  to 
Congress  From  the  District  of  Columbia 

Thank  you,  Mr.  Chairman.  Let  me  express  my  appreciation  to  you  and  to  my 
friend  from  Virginia,  the  Ranking  Member,  Mr.  Bliley,  for  the  work  you  both  have 
done  to  bring  forward  an  early  authorization  for  the  federal  payment  for  the  District 
of  Columbia  for  Fiscal  Year  1996. 

The  proposal  before  us  will  provide  the  District  with  a  federal  payment  of  $660 
million  for  Fiscal  Year  1996.  This  represents  a  freeze  of  the  payment  at  the  same 
level  of  funding  for  Fiscal  Year  1996  as  was  received  for  Fiscal  Year  1995. 

As  all  of  us  are  well  aware,  the  District  of  Columbia  faces  tremendous  cash  flow 
and  other  financial  problems.  The  District  must  make  $140  million  in  cuts  in  its 
1995  budget,  as  required  by  Congress  in  H.R.  4649,  and  it  must  find  additional  sav- 
ings to  close  gaps  in  the  Fiscal  Year  1994  budget.  As  a  result,  the  amount  of  the 
required  cuts  is  likely  to  be  considerably  greater  than  $140  million. 

By  designating  an  exact  amount  now,  we  avoid  some  of  the  problems  that  have 
arisen  in  recent  years  as  the  District  sought  to  use  a  new  formula  method  to  cal- 
culate the  federal  payment.  The  result  has  sometimes  led  to  a  good  faith  disagree- 
ment between  the  District  and  the  Congress  on  the  correct  amount.  This  year  there 
will  be  no  room  for  miscalculation.  The  proposal  before  us  eliminates  the  possibility 
of  a  discrepancy  that  would  confuse  the  District's  budget  process  and  interfere  with 
necessary  planning. 

The  new  administration  in  the  District  will  begin  its  planning  for  1996  in  Novem- 
ber of  this  year.  Establishing  an  exact  amount  for  the  federal  payment  for  Fiscal 
Year  1996  is  a  crucial  ingredient  for  this  planning.  Moreover,  designating  the  exact 
amount  will  assist  the  District  in  the  formulation  of  its  multi-year  plan. 

There  is  no  doubt  that  the  District  will  have  extreme  difficulty  achieving  the  cuts 
that  are  required  to  keep  it  from  becoming  insolvent.  The  uphill  battle  required 
should  not  be  underestimated  by  the  District  or  the  Congress.  By  indicating  the 
exact  amount  and  limit  of  the  federal  payment  as  early  as  possible,  this  Committee 
J8  moving  in  the  most  responsible  way  to  facilitate  and  make  clear  what  the  city 
can  expect  from  the  Congress  as  its  contribution  to  what  is  likely  to  be  the  tou^est 
budget  in  the  history  of  home  rule. 

May  I  once  again  thank  you,  Mr.  Chairman,  for  bringing  this  important  bill  for- 
ward, before  the  end  of  this  session. 

The  CHAiitMAN.  Are  there  other  members  of  the  committee  that 
would  like  to  be  heard? 

Mr.  Ballenger.  I  would  like  to  ask  a  question. 

The  Chahiman.  Mr.  Ballenger. 

Mr.  Ballenger.  The  $660  million,  is  that  above  the  formula  that 
we  gave  last  year,  or  is  that  the  actual  formula  figure? 
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Mr.  Bliley.  According  to  what  has  been  related  to  me,  if  you 
went  strictly  by  the  formula,  the  District  would  get  some  $15  mil- 
lion less  than  this  figure.  But  I  would  point  out  to  my  colleagues 
that  with  the  dire  straits  the  District  is  in,  that  would  hasten  a 
trip,  in  my  opinion,  to  the  Federal  window. 

The  Chairman.  It  is  very  clear,  if  the  gentleman  would  yield,  on 
the  front  page  of  the  bill  it  says  $660  million.  That  is  it. 

Mr.  Bliley.  That  is  what  we  are  appropriating  this  year. 

The  Chairman.  Are  there  others  who  would  like  to  be  heard  on 
the  issue? 

If  not,  the  bill  would  be  considered  as  read  and  open  for  amend- 
ment. 

[The  bill  H.R.  2902,  as  introduced  is  printed  in  the  hearing 
record.] 

The  Chairman.  And  I  will  ask  if  Ms.  Norton  would  care  to  move 
the  amendment  by  Mr.  Bliley  and  herself  and  mvself  in  the  nature 
of  a  substitute  to  H.R.  2902  as  found  in  the  members'  folders. 

Ms.  Norton.  So  moved,  Mr.  Chairman. 

The  Chairman.  Without  objection,  it  too  is  considered  as  read 
and  entered  in  the  record  and  open  to  amendment. 

[The  amendment  offered  by  Mr.  Stark,  Mr.  Bliley  and  Ms.  Nor- 
ton, follows:] 
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Amendment  in  the  Nature  of  a  Substitute 

To  H.R.  2902 
Offered  By  Mr.  Stark,  Mr.  Buley,  and  Ms. 

Norton 

Strike  all  after  the  enacting  clause  and  insert  the 
following: 

1  SECTION  1.  SHORT  TITLE. 

2  This  Act  may  be  cited  as  the  "Federal  Payment  Re- 

3  authorization  Act  of  1 9  9  4" . 

4  SEC.  2.  authorization  OF  ANNUAL  FEDERAL  PAYMENT 

5  TO    DISTRICT    OF    COLUMBIA    FOR    FISCAL 

6  YEAR  1996. 

7  Section  503  of  the  District  of  Columbia  Self-Grovem- 

8  ment  and  Governmental  Reorganization  Act   (sec.   47- 

9  3406.1,  D.C.  Code)  is  amended  by  adding  at  the  end  the 

10  following  new  subsection: 

11  "(c)  There  is  authorized  to  be  appropriated  as  the 

12  annual  Federal  payment  to  the  District  of  Columbia  for 

13  fiscal  year  1996  $660,000,000.". 

14  SEC.  3.  PERFORMANCE  AND  FINANCIAL  ACCOUNTABILITY 

15  REQUIREMENTS     FOR     DISTRICT     GOVERN- 

16  MENT. 

17  (a)  In  General. — Subpart  2  of  part  D  of  title  IV 

18  of  the  District  of  Columbia  Self-Government  and  Govem- 

19  mental  Reorganization  Act  is  amended — 
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1  (1)  in  the  heading  for  such  subpart,  by  striking 

2  "Audit"   and  inserting  "Audits  and  Accountability 

3  Requirements";  and 

4  (2)  by  adding  at  the  end  the  following  new  sec- 

5  tion: 

6  "performance  and  financial  accountability 

7  "Sec.   456.    (a)   Performance  Accountability 

8  Plan.— 

9  "(1)  Submission  of  annual  plan. — Not  later 

10  than  March  1  of  each  year  (beginning  with  1995), 

11  the  Mayor  shall  develop  and  submit  to  the  Commit- 

12  tee  on  the  District  of  Columbia  of  the  House  of  Rep- 

13  resentatives,  the  Committee  on  Governmental  Affairs 

14  of  the  Senate,  the  Committees  on  Appropriations  of 

15  the  House  of  Representatives  and  the  Senate,  and 

16  the  Comptroller  General  a  performance  accountabil- 

17  ity  plan  for  all  departments,  agencies,  and  programs 

18  of  the  government  of  the  District  of  Columbia  for 

19  the  subsequent  fiscal  year. 

20  "(2)  Contents  of  plan. — The  performance 

21  accountability  plan  for  a  fiscal  year  shall  contain  the 

22  following: 

23  "(A)  A  statement  of  measurable,  objective 

24  performance  goals  established  for  aU  significant 

25  activities  of  the  government  of  the  District  of 

26  Columbia  during  the  fiscal  year  (including  ae- 
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1  tivities  funded  in  whole  or  in  part  by  the  Dis- 

2  trict  but  performed  in  whole  or  in  part  by  some 

3  other  public  or  private  entity)  that  describe  an 

4  acceptable  level  of  performance  by  the  govem- 

5  ment  and  a  superior  level  of  performance  by  the 

6  government, 

7  "(B)  A  description  of  the  measures  of  per- 

8  formance  to  be  used  in  determining  whether  the 

9  government  has  met  the  goals  established  under 

10  subparagraph  (A)  with  respect  to  an  activity  for 

1 1  a  fiscal  year.  Such  measures  shall  analyze  the 

12  quantity  and  quality  of  the  activities  involved, 

13  and   shall   include   measures   of  program   out- 

14  comes  and  results. 

15  "(C)  The  title  of  the  District  of  Columbia 

16  management  employee  most  directly  responsible 

17  for  the  achievement  of  each  goal  and  the  title 

18  of  such  employee's  immediate  supervisor  or  su- 

19  perior. 

20  "(3)  Description  of  activities  subject  to 

21  COURT  ORDER. — ^In  addition  to  the  material  included 

22  in  the  performance  accountability  plan  for  a  fiscal 

23  year  under  paragraph  (2),  the  plan  shall  include  a 

24  description  of  the  activities  of  the  government  of  the 

25  District  of  Columbia  that  are  subject  to  a  court 
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1  order  during  the  fiscal  year  and  the  requirements 

2  placed  on  such  activities  by  the  court  order. 

3  "(b)  Performance  Accountability  Report. — 

4  "(1)  Submission  of  report. — Not  later  than 

5  March  1  of  each  year  (beginning  with  1997),  the 

6  Mayor  shall  develop  and  submit  to  the  Committee  on 

7  the  District  of  Columbia  of  the  House  of  Represent- 

8  atives,  the  Committee  on  Grovemmental  Affairs  of 

9  the  Senate,  the  Committees  on  Appropriations  of  the 

10  House  of  Representatives  and  the  Senate,  and  the 

11  Comptroller   General   a   performance   accountability 

12  report  on  activities  of  the  government  of  the  District 

13  of  Columbia  during  the  fiscal  year  ending  on  the 

14  previous  September  30. 

15  "(2)  Contents  op  report. — The  performance 

16  accountability  report  for  a  fiscal  year  shall  contain 

17  the  following: 

18  "(A)  For  each  goal  of  the  performance  ac- 

19  countabihty  plan   submitted   under    subsection 

20  (a)  for  the  year,  a  statement  of  the  actual  level 

21  of  performance  achieved  compared  to  the  stated 

22  goal  for  an  acceptable  level  of  performance  and 

23  the  goal  for  a  superior  level  of  performance. 

24  "(B)  The  title  of  the  District  of  Columbia 

25  management  employee  most  directly  responsible 
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1  for  the  achievement  of  each  goal  and  the  title 

2  of  such  employee's  immediate  supervisor  or  su- 

3  perior. 

4  "(C)   A  statement   of  the   status   of  any 

5  court  orders  apphcable  to  the  government  of  the 

6  District  of  Columbia  during  the  year  and  the 

7  steps  taken  by  the  government  to  comply  with 

8  such  orders. 

9  "(3)  Evaluation  op  Report. — The  Comptrol- 

10  ler  General,  in  consultation  with  the  Director  of  the 

1 1  Office  of  Management  and  Budget,  shall  review  and 

12  evaluate  each  performance  accountability  report  sub- 

13  mitted  under  this   subsection   and  not  later  than 

14  April   15   of  each  year  shall  submit  comments  on 

15  such  report  to  the  Committee  on  the  District  of  Co- 

16  lumbia  of  the  House  of  Representatives,  the  Com- 

17  mittee  on  Governmental  Affairs  of  the  Senate,  and 

18  the  Committees  on  Appropriations  of  the  House  of 

19  Representatives  and  the  Senate. 

20  "(c)  Financial  Accountability  Plan  and  Re- 

21  PORT. — 

22  "(1)    Development   and   submission. — Not 

23  later  than  March  1,  of  each  year  (beginning  with 

24  1995)  the  Mayor  shall  develop  and  submit  to  the 

25  Committee  on  the  District  of  Columbia  of  the  House 
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1  of  Representatives,  the  Committee  on  Governmental 

2  Affairs  of  the  Senate,  the  Committees  on  Appropria- 

3  tions  of  the  House  of  Representatives  and  the  Sen- 

4  ate,  and  the  Comptroller  General  a  5-year  financial 

5  plan  for  the  government  of  the  District  of  Columbia 

6  that  contains  a  description  of  the  steps  the  govem- 

7  ment  will  take  to  eliminate  any  differences  between 

8  expenditures    from,    and   revenues    attributable    to, 

9  each  fund  of  the  District  of  Columbia  during  the 

10  first  5  fiscal  years  beginning  after  the  submission  of 

1 1  the  plan. 

12  "(2)  Report  on  compliance. — 

13  "(A)  Submission  op  report. — Not  later 

14  than  March   1   of  every  year  (beginning  with 

15  1997),  the  Mayor  shall  submit  a  report  to  the 

16  Committee  on  the  District  of  Columbia  of  the 

17  House   of  Representatives,   the   Committee   on 

18  Governmental  Affairs  of  the  Senate,  the  Com- 

19  mittees  on  Appropriations  of  the  House  of  Rep- 

20  resentatives   and  the   Senate,   the   Comptroller 

21  General  ,  and  the  Director  of  the  Congressional 

22  Budget  Office  on  the  extent  to  which  the  gov- 

23  emment  of  the  District  of  Columbia  was   in 

24  compliance    during   the    preceding   fiscal   year 

25  with  the  appUcable  requirements  of  the  finan- 
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1  eial  accountability  plan  submitted  for  such  fis- 

2  eal  year  under  this  subsection. 

3  "(B)     Evaluation     of     report. — The 

4  Comptroller  General,  in  consultation  with  the 

5  Director  of  the  Congressional  Budget  Office, 

6  shall  re^^ew  and  evaluate  the  financial  account- 

7  ability  compliance  report  submitted  under  sub- 

8  paragraph  (A)  and  not  later  than  April  15  of 

9  eaxjh  year  shall  submit  comments  on  such  re- 
10  port  to  the  Comimittee  on  the  District  of  Co- 
ll lumbia   of  the  House  of  Representatives,   the 

1 2  Committee  on  Governmental  Affairs  of  the  Sen- 

13  ate,  and  the  Committees  on  Appropriations  of 

14  the  House  of  Representatives  and  the  Senate. 

15  "(d)  Quarterly  Financl^  Reports. — 

16  "(1)   Submission  of  quarterly  financial 

17  reports. — Not  later  than  fifteen  days  after  the  end 

18  of  every  calendar  quarter  (beginning  with  a  report 

19  for  the   quarter  beginning  October   1,    1994),   the 

20  Mayor  shall  submit  to  the  Committee  on  the  District 

21  of  Columbia  of  the  House  of  Representatives,  the 

22  Committee  on  Governmental  Affairs  of  the  Senate, 

23  and  the  Subcommittees  on  the  District  of  Columbia 

24  of  the  Committees  on  Appropriations  of  the  House 

25  of  Representatives  and  the  Senate,  a  report  on  the 
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1  financial  and  budgetary  status  of  the  government  of 

2  the  District  of  Columbia  for  the  previous  quarter. 

3  "(2)  Contents  of  report. — Each  quarterly 

4  financial  report  submitted  under  paragraph  (1)  shall 

5  include  the  following  information: 

6  "(A)  A  comparison  of  actual  to  forecasted 

7  cash  receipts  and  disbursements  for  each  month 

8  of  the  quarter,  as  presented  in  the  District's  fis- 

9  cal  year  consolidated  cash  forecast  which  shall 

10  be  supported  and  accompanied  by  cash  fore- 

1 1  casts  for  the  general  fund  and  each  of  the  Dis- 

12  trict  government's  other  funds  other  than  the 

13  capital    projects    fund   and   trust   and    agency 

14  funds, 

15  "(B)  A  projection  of  the  remaining  months 

16  cash  forecast  for  that  fiscal  vear. 

17  "(C)  Explanations  of  (i)  the  differences  be- 

18  tween  actual  and  forecasted  cash  amounts  for 

19  each  of  the  months  in  the  quarter,  and  (ii)  any 

20  changes  in  the  remaining  months  forecast  as 

21  compared    to    the    original    forecast    for    such 

22  months  of  that  fiscal  year. 

23  "(D)  The  effect  of  such  changes,  actual 

24  and  projected,  on  the  total  cash  balance  of  the 

25  remaining  months  and  for  the  fiscal  year. 


302 

9 

1  "(E)  Explanations  of  the  impact  on  meet- 

2  ing  the  budget,  how  the  results  may  be  reflected 

3  in  a  supplemental  budget  request,  or  how  other 

4  policy  decisions  may  be  necessary  which  may  re- 

5  quire  the  agencies  to  reduce   expenditures  in 

6  other  areas. 

7  "(F)  An  aging  of  the  outstanding  receiv- 

8  ables  and  payables,  with  an  explanation  of  how 

9  they  are  reflected  in  the  forecast  of  cash  re- 

10  ceipts  and  disbursements. 

11  "(G)  For  each  department  or  agency,  the 

12  actual  number  of  full-time  equivalent  positions, 

13  the  actual  number  of  full-time  employees,  the 

14  actual  number  of  part-time  employees,  and  the 

15  actual    number    of   temporary    employees,    to- 

16  gether  with  the  source  of  funding  for  each  such 

17  category  of  positions  and  employees.". 

18  (b)  Clerical  Amendments. — The  table  of  contents 

19  of  the  District  of  Columbia  Self-Govemment  and  Govem- 

20  mental  Reorganization  Act  is  amended — 

21  (1)  in  the  item  relating  to  subpart  2  of  part  D 

22  of  title  IV,  by  striking  "Audit"  and  inserting  "Au- 

23  dits  and  Accountability  Requirements";  and 

24  (2)  by  inserting  after  the  item  relating  to  sec- 

25  tion  455  the  following  new  item: 

"Sec.  456.  Performance  and  financial  accountability.". 


303 


10 
Amend  the  title  so  as  to  read:  "A  bill  to  amend  the 
District  of  Columbia  Self-Govemment  and  Grovemmental 
Reorganization  Act  to  reauthorize  the  annual  Federal 
payment  to  the  District  of  Columbia  for  fiscal  year  1996, 
and  for  other  purposes.". 


304 


SECnON-BY-SECnON:  H.R.  2902  Substitute 

'  Section  1 

Designates  the  short  title  as  the  "Federal  Payment  Reauthorization  Act  of  1994." 

Section  2 

•  Authorizes  a  $660  million  federal  payment  for  FY  1996. 

Section  3 

•  Requires  that  the  Mayor  develop,  and  submit  to  the  District  House  and  Senate 
authorizing  and  appropriating  Committees  and  GAO  and  OMB  annual  performance 
accountability  plans  and  reports  (with  special  emphasis  on  programs  under  Court 
Order),  by  March  1  of  each  year  for  the  following  fiscal  year  (starting  March  1, 1995  for 
FY  1996). 

•  Requires  that  the  reports  be  reviewed  and  evaluated  by  GAO,  in  consultation  with 
OMB,  and  comments  submitted  to  the  appropriate  Committees  by  April  15  of  each  year. 

•  Requires  that  the  Mayor  develop,  and  submit  to  the  District  House  and  Serwte 
authorizing  and  appropriating  Committees,  and  GAO  and  CBO,  5  year  financial 
accountability  plar\s  and  compliance  reports  that  contain  the  steps  the  goverrmient  will 
take  to  eliminate  gaps  between  projected  spending  and  revenue.  The  plans  and  reports 
are  to  be  filed  begiiming  on  March  1  each  year  for  the  following  fiscal  year  (starting 
March  1, 1995  for  FY  1996). 

•  Requires  that  the  compliance  reports  be  reviewed  and  evaluated  by  GAO,  in 
consultation  with  CBO,  and  comments  submitted  to  the  appropriate  Committees  by 
April  15  of  each  year. 

•  Requires  submission  by  the  Mayor  of  the  same  quarterly  financial  reports  required  by 
the  1995  Appropriations  Act  (H.R.  4649)  for  the  District  of  Columbia,  plus  quarterly 
reports  on  personnel  levels  for  each  department  or  agency. 
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The  Chairman,  As  noted  earlier,  this  substitute  prescribes  the 
Federal  payment  for  fiscal  1996  at  the  1995  level  of  $660  million 
and  provides  a  framework  for  the  District  to  implement  financial 
and  performance  accountability  standards.  They  are  outlined  in 
your  folder.  They  are  generally  accepted  accounting  procedures  that 
will  help  GAO  continue  to  provide  us  with  detailed  information  and 
do  not  impact  or  impinge  on  the  District's  operation  of  its  own  gov- 
ernment in  any  way. 

Is  there  any  other  discussion? 

Mr.  Bliley.  I  move  the  previous  question. 

Mr.  Chairman. 

The  Chairman.  The  question  is  on  the  substitute.  All  those  in 
favor  signify  by  saying  aye.  All  those  opposed,  no. 

The  ayes  have  it  and  the  amendment  is  adopted. 

I  note  the  presence  of  a  quorum  to  report  the  bill  to  the  House. 
I  would  entertain  a  motion  to  report  H.R.  2902,  as  amended,  to  the 
House  favorably. 

Mr.  Bliley.  So  moved. 

The  Chairman.  It  has  been  moved.  The  question  is  on  the  motion 
to  report  H.R.  2902,  as  amended. 

All  those  in  favor  signify  by  saying  aye.  All  those  opposed  signify 
by  saying  no. 

The  motion  is  adopted  and  the  bill  is  ordered  favorably  reported. 

Without  objection,  the  record  will  remain  open  for  2  legislative 
days  because  of  the  possibility  of  coming  to  the  floor  more  quickly 
under  expedited  procedures.  That  will  allow  everybody  enough 
time. 

Mr.  Bliley.  Plenty. 

The  Chairman.  All  members  have  permission  to  revise  and  ex- 
tend their  remarks  and  enter  material  into  the  record.  I  also  ask 
unanimous  consent  that  the  staff  be  allowed  to  make  technical  and 
conforming  changes  to  reflect  the  amendment  adopted. 

Without  objection,  it  is  so  ordered. 

We  intend  to  file  the  committee  report  tomorrow  and  go  to  the 
floor  Wednesday  or  Thursday.  If  there  are  additional  or  dissenting 
views,  I  hope  they  could  be  submitted  in  time  for  that. 

I  have  just  one  other  statement.  A  letter  has  been  drafted  to  the 
District  government  from  myself,  Mr.  Bliley,  and  Ms.  Norton.  Any 
of  the  other  members  may  wish  to  join  in.  The  letter  concerns  the 
issues  of  the  District's  ability  to  go  ahead  with  necessary  studies 
for  the  proposed  convention  center  and  the  proposed  sports  arena. 

There  is  nothing  that  would  prevent  them  from  doing  that  and 
from  being  reimbursed  subsequently.  It  is  the  intention  of  this  let- 
ter to  signify  to  the  District  government  that  those  of  us  signing 
it  would  do  all  we  could  to  see  that  if  legislation  in  the  ensuing 
Congress,  is  necessary,  nothing  would  block  them  from  recapturing 
funds  spent  in  this  project. 

Having  said  that,  if  there  are  no  other  members  who  would  like 
to  make  any  comments,  the  meeting  is  adjourned. 

[Whereupon,  at  5:45  p.m.,  the  committee  was  adjourned.] 
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APPENDIX 


GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


Accounting  and  Information 
Management  Division 

B-257550 

June  22. 1994 

The  Honorable  Foitney  H.  (Pete)  Stark 
Chairman,  Committee  oti  the  District  of  Columbia 
House  of  Representatives 

The  Honorable  Julian  C.  Dixon 

Chairman,  Subcommittee  on  the  District  of  Colimibia 

Committee  on  Appropriations 
House  of  Representatives 

This  briefing  report  responds  to  your  request  that  we  provide  information 
on  the  District  of  Columbia  Government's  financial  status.  It  addresses  the 
District's  cash  situation  and  budgets,  as  well  as  other  issues  you  asked  us 
to  address.  Our  report  documents  the  briefings  we  provided  to  you  and 
your  staff. 

Raplcffroi  inH  "^^  District  of  Columbia  is  a  uruque  entity,  being  the  only  govenunental 

°^  unit  with  responsibilities  for  state  and  county,  as  well  as  city,  functions.  As 

such,  it  provides  a  variety  of  services  and  programs  for  its  residents  and 
visitors,  including  police  and  fire  protection,  local  transportation, 
Medicaid,  hospital  care,  sanitation,  employment  assistance,  education,  and 
housing.  The  District  currently  provides  these  services  primarily  fi-om  a 
$3.4  billion  budget  that  was  appropriated  from  the  District's  general  fund 
by  the  Congress.  Approximately  80  percent  of  the  revenue  financing  the 
annual  appropriation  comes  from  income  taxes,  property  taxes,  sales 
taxes,  and  other  local  sources  of  revenue.  The  remainder  comes  primarily 
fi-om  the  annual  federal  payment  intended  to  compensate  the  District  for 
nonreimbursed  services  provided  to  the  federal  government  or  revenue 
shortages  caused  by  federally  imposed  limitations  on  the  District's  taxing 
powers.  In  addition,  the  District  expects  to  receive  approximately 
$750  million  in  federal  grants,  as  well  as  reimbursements  for  services  that 
are  not  included  in  amounts  armually  appropriated. 

District  officials  note  that,  in  recent  years,  the  District  has  not  only  been 
impacted  by  a  sluggish  economy,  but  its  financial  situation  has  been 
aggravated  by  the  migration  of  a  significant  number  of  middle  class 
taxpayers  to  the  suburbs,  leaving  behind  a  greater  percentage  of  residents 
who  are  most  in  need  of  government  assistance. 
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The  District  of  Columbia  Self-Govemment  and  Governmental 
Reorganization  Act  (Home  Rule  Act),  Public  Law  93-198,  confers  limited 
autonomy  to  the  District  and  provides  for  congressional  oversight  For 
example,  the  act  requires  the  District  to  submit  balanced  budgets  to  the 
Congress  and  precludes  the  District  from  obligating  or  expending  funds 
unless  approved  by  the  Congress.  The  District  annually  prepares  budgets 
that  include  appropriated  general  fund  revenues  and  expenditures,  a 
capital  projects  plan  for  the  next  5  years,  and  a  long-term  financial  plan. 

The  act  allows  the  District  to  issue  general  obligation  bonds  only  for 
capital  projects  or  to  refinance  existing  maturing  debt  instrumente. 
However,  in  August  1991,  the  Congress  amended  the  District's  charter  to 
authorize  issuing  general  obbgation  bonds  to  pay  accumulated  bills  and 
provide  the  District  with  working  capital.  District  officials  described  this 
amount  as  sufficient  to  eliminate  the  District's  negative  financial  position, 
including  $284  million  that  had  existed  when  the  District  was  created 
under  the  Home  Rule  Act  At  the  time  of  this  bond  offering.  District 
officials  said  that  the  liquidity  offered  by  this  bond  issuance  would  reduce 
the  need  for  short-term  borrowing. 


Summary  "^^  District  is  faced  with  both  vmresolved  long-term  financial  issues  and 

continual  short-term  financial  crises.  Although  the  District  received 
$331  million  in  proceeds  from  general  obligation  bonds  in  1991  to  help 
relieve  its  cash  shortfall,  the  city's  cash  position  has  declined  by  nearly 
$200  million  since  then,  and  the  District  is  estimating  that  its  cash  balances 
will  continue  to  decline.' 

In  its  most  recent  cash  forecast,  the  District  estimated  that  its  cash 
balance  would  dip  to  $65  million  by  September  30,  1995,  even  assuming 
the  deferral  of  a  $74  million  pension  payment  in  fiscal  year  1995  until  fiscal 
year  1996.  However,  on  June  7,  1994,  the  District  announced  an  agreement 
with  the  DC.  Retirement  Board  to  make  all  payments  when  due  in  fiscal 
year  1995  and  pay  certain  additional  costs  incurred  or  interest  foregone  as 
a  result  of  deferring  fiscal  year  1994  pension  payments.  However,  the 
pension  payment  the  District  agreed  to  make  in  fiscal  year  1995  exceeds 
the  cash  projected  to  be  available  on  September  30,  1995,  by  more  than 
$9  million,  not  including  additional  costs  and  interest  foregone  that  the 
District  has  agreed  to  pay.  As  of  June  14,  1994,  District  officials  stated  that 


As  used  here  cash  refers  to  the  accumulation  In  a  pool  of  all  unrestiicted  operating  monies  statutoiily 
under  the  control  of  the  District  These  monies  include  the  general  fund  and  vanous  enterprise  funds, 
such  as  the  Water  and  Sewer  Fund 
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they  have  not  yet  developed  the  action  plans  to  produce  the  cash 
necessary  to  implement  this  agreement 

The  District's  year-end  cash  position  is  also  affected  by  the  District's 
ability  to  successfully  execute  its  budget  and  its  limited  authority  to  obtain 
short-term  borrowings  at  fiscal  year-end.  The  District  prepares  its 
forecasted  cash  balance  using  its  budget  as  the  basis.  Revenues  and 
expenditures  are  then  adjusted  to  reflect  the  timing  of  actual  cash  receipts 
and  disbursements.  As  discussed  below,  the  District's  actual  revenues 
have  fcdlen  short  and  expenditures  have  exceeded  budgeted  amounts  in 
recent  years.  In  addition,  budgets  under  current  congressional 
consideration  may  not  fully  reflect  the  costs  of  the  District's  programs. 
Further,  there  are  uncertainties  regarding  the  timing  of  collections  and  the 
collectibility  of  the  District's  newly  imposed  public  safety  fee  included  in 
the  District's  fiscal  year  1994  supplemental  budget  and  cash  forecasts. 

Under  the  Home  Rule  Act,  the  District's  authority  to  issue  short-term 
obligations  spanning  the  year-end  is  limited,  and  District  officials  have 
indicated  that  such  obligations  may  not  be  favorably  received  by  the 
financial  markets,  llus  limitation,  combined  with  optimistic  budgets  (that 
is,  certain  actions  that  may  not  be  achievable  to  reduce  expenditures  or 
increase  revenues  and  items  not  included  in  the  budget)  present  a 
formidable  challenge  for  the  District  in  addressing  its  potential  cash 
shortfalls.  Unless  the  District  can  implement  policy  changes  to 
compensate  for  potential  cash  shortfalls,  it  may  be  forced  to  borrow  from 
the  U.S.  Treasury  by  fiscal  year  1995. 

Because  of  revenue  shortfalls  and  overexpenditures,  the  District,  in  recent 
years,  has  had  to  increase  revenues  from  local  sources,  obtain  an 
increased  federal  payment,  or  use  other  measures  to  balance  its  budgets. 
These  other  measures,  which  amounted  to  additional  budgetary  authority 
of  $225  million,  have  Included  transferring  funds  from  the  Water  and 
Sewer  Fund,  not  recording  a  Washington  Metropolitan  Area  Transit 
Authority  payment  when  due  against  appropriated  expenditures,  and 
changing  the  real  property  tax  year. 

For  instance,  in  fiscal  year  1993  the  District  changed  the  legal  definition  of 
the  property  tax  year.  This  change  and  related  changes  resulted  in 
counting  approximately  $174  million  of  tax  collected  as  an  increase  to 
fiscal  year  1993  budget  revenue.  Before  the  change,  the  $174  million  would 
have  been  recorded  as  fiscal  year  1994  revenue.  TTiis  tax  year  change  did 
not  generate  any  additional  cash  during  fiscal  year  1993,  but  budgeted 
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revenue  and  spending  authority  were  increased  by  this  amount  Also, 
because  the  federal  payment  to  the  District  is  based  upon  a  percentage  of 
District  revenues  from  local  sources  from  the  second  preceding  fiscal 
year,  the  fiscal  year  1995  federal  payment  authorization  may  be  increased 
by  approximately  $41  million  under  the  payment  formula  (These  budget 
balancing  measures  are  discussed  in  ^pendixes  I  and  II.) 

Furthermore,  supplemental  budgets  to  address  insufficient  funding  of 
District  services  and  programs  have  not  included  shortfalls  of  the  D.C. 
General  Hospital,  which  is  subsidized  by  the  general  fund.  As  of 
September  30,  1993,  the  Hospital's  cumulative  results  of  operations  was  a 
$109  million  deficit.  The  District's  fiscal  year  1994  supplemental  budget 
request  estimated  that  the  Hospital's  deficit  would  increase  by  $15  million 
during  fiscal  year  1994;  however,  no  additional  funds  were  requested  for 
the  Hospital.  By  not  recogruzing  these  shortfalls  in  its  supplemental 
budgets,  the  District  overstated  the  amount  of  resources  available  to  use 
for  other  programs. 

In  addition,  the  fiscal  year  1994  supplemental  and  fiscal  year  1995 
budgeted  expenditures  do  not  consistently  reflect  historical  and  projected 
trends.  Specifically,  the  fiscal  year  1994  and  1995  budgets  for  many 
programs  are  lower  than  past  actual  expenses,  as  well  as  future 
projections.  District  officials  maintain  that  certain  short-term  actions  will 
reduce  the  fiscal  year  1994  and  1995  expenditures.  However,  such  actions 
may  not  be  achievable  and  these  budgets  may  be  optimistic. 

For  example,  the  fiscal  year  1995  budget  for  the  Department  of 
Corrections  projected  that  expenditures  would  decline  by  6  percent  These 
figures  were  based  on  assumed  savings  from  privatization  of  various 
functions,  including  food  services,  and  reductiotis  in  the  cost  of  housing 
prisoners  in  non-District  facilities.  While  the  budget  estimates  that  310 
prisoners  will  reside  in  such  facilities,  it  does  not  include  fimds  to  pay  for 
this  service.  The  original  fiscal  year  1994  budget  also  assumed  similar 
short-term  savings,  which  were  not  achieved.  Subsequently,  expenses 
were  added  to  the  fiscal  year  1994  supplemental  budget 

In  another  example,  although  Medicaid  expenditures  have  increased 
significantly  in  recent  years,  the  budget  for  fiscal  year  1994  shows  a 
decrease  of  1.7  percent,  and  the  fiscal  year  1995  budget  projects  an 
increase  of  just  0.8  percent  Actual  Medicaid  payments  for  the  first  6 
months  of  fiscal  year  1994  have  exceeded  budget  estimates  and  may  be 
understated  by  as  much  as  $30  millioa  The  District's  projections  for  years 
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beyond  fiscal  year  1995  show  Medicaid  increasing  an  average  of  7  percent 
per  year. 

Another  concern  is  that  the  District's  fiscal  year  1995  budget  and  long-term 
financial  plan  projections  may  be  incomplete.  The  District's  multi-year 
projections  show  the  long-term  financial  crisis  with  a  growing  shortfall 
between  expected  revenues  and  expenditures  increasing  to  $742  million 
by  fiscal  year  2000.  While  these  estimates  appear  reasonable  under  current 
spending  and  revenue  policy,  policy  changes  could  occur,  which  may 
reduce  or  increase  this  imbalance.  These  multi-year  projections  do  not 
include  deficits  firom  enterprise  funds  such  as  the  Water  and  Sewer  Fund 
and  D.C.  General  Hospital.  In  addition,  the  multi-year  projections  and  1995 
budget  may  not  reflect  all  operating  costs  necessary  to  comply  with  court 
orders  or  consent  decrees.  For  example,  the  documents  do  not  inc^ludie 
fines,  imposed  subsequent  to  the  fiscal  year  1995  budget  submissicm,  of 
over  $21  million  annually  resulting  from  the  District's  failure  to  reduce 
overcrowding  in  juvenile  facilities. 

Rnally,  the  District's  fiscal  year  1994-2000  capital  budget  does  not  include 
amounts  for  many  already  authorized  projects  or  for  projects  that  are 
likely  to  be  needed.  For  example,  the  capital  budget  does  not  include  most 
of  the  nearly  $1  billion  that  will  be  required  for  improvements  to  water  and 
sewer  plants  and  D.C.  Public  School  buildings.  District  officials  said  that 
all  projects  were  not  included  because  of  statutory  limitations  on  the  total 
amount  of  District  indebtedness  and  a  self-imposed  limitation  on  annual 
indebtedness  that  restricts  financing  of  such  projects.  Moreover,  in  the 
longer  term,  the  District  must  address  the  $4.4  billion  in  unfunded  pension 
liabilities. 


Comments  From  the 
District  of  Columbia 


In  commenting  on  a  draft  of  this  report.  District  officials  did  not  take  issue 
with  the  facts  as  presented.  Their  written  comments,  which  are  presented 
in  appendix  VI,  discuss  actions  they  intend  to  take  to  address  many  of  the 
issues  raised  in  the  report.  We  did  not  assess  the  sufficiency  or 
achievability  of  these  actions. 


Scope  and 
Methodology 


In  response  to  your  request,  we  obtained  more  that  200  financial  and  other 
documents  provided  by  the  District  and  met  with  District  officials  in  the 
Office  of  Financial  Management  and  other  selected  agencies.  The  District 
was  very  helpful  in  providing  all  requested  documents  in  a  timely  manner 
and  in  granting  access  to  all  needed  District  officials.  Documents  obtained 
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and  analyzed  included  the  District's  Comprehensive  Annual  Financial 
Reports  (cafr),  cash  forecasts,  budgets,  and  multi-year  plans.  The 
District's  cafr  for  fiscal  year  1993  was  audited  by  Coopers  and  Lybrand 
and  Bert  Smith  &  Co.  The  auditors  issued  an  unqualified  opinion  on  the 
1993  financial  statements,  stating  that  the  statements  were  fairly  presented 
in  aU  material  respects.  While  it  was  not  within  the  scope  of  our  work  to 
assess  the  overall  quality  of  the  auditors'  work,  we  obtained  selected 
information  firom  the  workpapers  prepared  by  the  auditors,  including 
workpapers  related  to  receivables  and  payables. 

In  addition,  the  Congressional  Budget  Office  assisted  in  the  analysis  of  the 
budgets  and  multi-year  financial  forecasts.  We  also  met  with  staff  of  the 
District  of  Columbia  Council  and  studied  Council  reports  firom  selected 
committees.  We  performed  our  work  from  April  1994  through  June  1994, 
in  accordance  with  generally  accepted  government  auditing  standards. 

We  are  sending  copies  of  this  report  to  the  Mayor  of  the  District  of 
Columbia,  the  Chairman  of  the  City  Council,  interested  congressional 
committees,  and  other  interested  parties.  Copies  will  also  be  made 
available  to  others  upon  request  Please  contact  me  at  (202)  .512-8549  if 
you  or  your  staff  have  any  questions  concerning  this  report  Other  maior 
contributors  to  this  report  are  listed  in  appendix  VII. 


^^^^^  u  /4^^J 


John  W.  Hill,  Jr. 

Director,  Audit  Support  and  Analysis 
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GAO   Will  the  District  Run  Out  of 
Cash? 


District's  forecasts  show 
declining  balances 

Uncertainties  could  lower 
projected  cash  forecast 

•Deferred  payments 
•Optimistic  forecasts 
•Ability  to  borrow  short  term 
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Will  the  District  Run 
Out  of  Cash? 


The  District's  forecasted  cash  balances  for  fiscal  years  1994  and  1995  show 
positive  cash  balances  through  the  end  of  fiscal  year  1995.  (See  appendix 
in  for  a  complete  schedule  of  the  District's  forecasted  cash  balances.) 
However,  a  number  of  factors  could  impact  the  forecasted  cash  balances. 
Specifically,  the  District's  recent  forecasts  do  not  include  payment  of 
certain  items  when  due  (deferrals),  include  optimistic  assumptions,  and 
utilize  growing  short-term  borrowings  to  meet  expected  cash  shortages. 
Furthermore,  these  cash  forecasts  do  not  reflect  certain  mandated  costs 
(discussed  later  m  the  appendix).  As  a  result  of  all  these  factors,  the 
District  could  be  required  to  borrow  fi-om  the  U.S.  Treasury. 

The  District  estimated  its  cash  balance  would  dip  to  $65  million  by 
September  30,  1995.  This  estimate  assumed  deferring  a  $74  million  pension 
payment  in  fiscal  year  1995  until  fiscal  year  1996.  Howeser,  on  June  7, 
1994,  the  Distria  announced  an  agreement  with  the  D.C.  Retirement  Board 
to  make  all  payments  when  due  in  fiscal  year  1995  and  pay  certain 
additional  costs  incurred  or  interest  foregone  as  a  result  of  deferring  fiscal 
year  1994  pension  payments.  However,  the  pension  payment  the  District 
agreed  to  make  in  fiscal  year  1995  exceeds  the  cash  projected  to  be 
available  at  September  30,  1995,  by  more  than  $9  million,  not  including 
additional  costs  and  interest  foregone  that  the  District  has  agreed  to  pay. 
As  of  June  14,  1994,  District  officials  stated  they  had  not  developed  action 
plans  to  produce  the  cash  necessary  to  implement  this  agreement 

Furthermore,  the  District's  estimated  cash  balance  for  fiscal  year  1994  and 
its  actual  cash  balances  for  fiscal  years  1991  through  1993  may  have  been 
significantly  lower  had  the  District  not  anticipated  or  deferred  certain 
payments.  The  following  table  compares  actual  or  forecasted  cash 
balances  to  restated  cash  balances  assuming  that  payments  were  made 
when  due  and  that  no  new  cash  was  generated.  District  officials  have 
stated  that  it  is  their  policy  to  generally  pay  amounts  when  they  are  due. 
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Table  1.1:  Comparison  of 
Actual/Forecasted  Casli  Balance  to 
Year-End  Cash  Assuming  Payments 
Made  When  Due 


^ 


Dollars  in  millions 

End  of 
fiscal  year 

Cash 
balance 

Amount  of 
restatement 

Year-end  cash 

assuming 

payments 

made  when  due 

Actual 

1991 

$272 

$^5' 

$227 

Actual 

1992 

160 

-49° 

111 

Actual 

1993 

68 

-99' 

-31 

Forecasted 

1994 

132 

-190" 

-58 

Forecasted 

1995 

65 

-74« 

-9 

■'Retlects  payment  ot  $45  million  pension  payment  delerred  in  1991 .  bul  paid  in  199^ 

"Reflects  payment  of  $27  million  Washington  Metropolitan  Area  Transit  Authority  (WMATA) 
payment  delerred  in  1992.  but  paid  in  1993.  and  $22  million  Bureau  ot  Prisons  (BOP)  payment, 
deferred  in  1992,  but  paid  in  1994 

•^Reflects  payment  of  $72  million  pension  payment.  S23  million  Wf^ATA  payment,  and  $4  million 
BOP  payment  delerred  in  1993.  but  paid  in  1994 

"Reflects  payment  of  $190  million  pension  payment  deferred  in  1994.  assuming  payment  in  1995 

■Reflects  payment  of  $74  million  pension  payment  delerred  in  1995 


The  District's  recent  forecasts  have  also  included  a  niunber  of  optimistic 
asstunptions.  As  a  result,  the  District's  actual  cash  balance  at  the  end  of 
each  month  has  been  less  than  the  District  had  anticipated. 

The  District  prepares  its  forecasted  cash  balances  using  its  annual  budget 
as  the  basis.  The  budgeted  revenues  and  expenditures  are  then  adjusted  to 
reflect  the  District's  estimate  of  when  revenues  will  be  received  in  cash 
and  checks  written  for  expenditures.  Forecasted  cash  balances  can  be 
overstated  if  budget  amounts  are  imrealistic  or  the  timing  of  receipts  and 
disbursements  does  not  correspond  to  estimates.  Past  experience 
indicates  that  the  District's  actual  revenues  and  expenditures  often  differ 
significantly  from  budgeted  amounts. 

The  impact  of  optimistic  budget  estimates  on  the  cash  forecast  can  be 
illustrated  by  looking  at  Medicaid  expenses.  For  the  first  6  months  of  fiscal 
year  1994,  the  District  budgeted  for  Medicaid  payments  of  approximately 
$51  million  per  month,  while  actual  Medicaid  payments  averaged 
approximately  .$55  million  per  month.  Consequently,  actual  payments 
exceeded  the  original  estimated  payments  by  $23.8  million  over  the  6 
months.  District  officials  maintained  that  they  would  not  exceed  the  total 
Medicaid  budget  for  the  fiscal  year.  As  a  result,  in  a  revised  cash  forecast, 
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Medicaid  expenditures  for  the  final  6  months  of  fiscal  year  1994  were 
estimated  to  average  only  $41  million — more  than  $10  million  less  per 
month  than  the  first  6  months.  However,  April  1994  actual  Medicaid 
disbursements  were  approximately  $54  million.  Consequently,  the 
District's  forecasted  cash  balance  for  fiscal  year  1994  may  be  overstated 
due  to  Medicaid  expenses  by  as  much  as  $30  million  ($60  million  less 
$30  million  in  federal  reimbursements). 

In  another  case,  the  forecasted  cash  balance  for  fiscal  year  1994  includes  a 
$25  million  receipt  for  a  one-time  public  safety  fee,  which  will  be  assessed 
on  all  business  revenues  including  not-for-profits.  According  to  the 
Congressional  Budget  Office,  this  estimate  is  highly  tentative  due  to  the 
absence  of  rehable  data  on  those  subject  to  the  tax  and  the  inherent 
difficulties  of  predicting  compliance  rates  for  such  a  one-time, 
self-assessed  fee.  The  projection  of  when  cash  receipts  from  this 
assessment  will  be  collected  is  also  uncertain. 

Figure  1. 1  shows  that  the  District's  recent  projected  cash  balances  have 
not  been  realized.  For  example,  the  December  1993  forecasted  balance 
exceeded  the  actual  amount  by  approximately  $134  million  (102  percent). 
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Rgure  1.1:  Comparison  of  Forecasted 
Cash  Balance  to  Actual  Cash  Balance 


Oollara  (In  mllllona) 


Nov.  1993 

Dm.  1993                      Jm.  1994 

Honor 

^_ 

Actual  cash  balance 

— • 

Forecasted  cast  balance  (Nov  1 993  est ) 

Apr. 
1994 


Note:  Data  points  (or  ttiis  figure  are  provided  in  appendix  IV, 


In  addition  to  optimistic  assumptiorts  and  deferrals,  the  District's  cash 
balances  throughout  the  year  assume  the  District  will  be  able  to  borrow  to 
meet  short-term  cash  rteeds.  These  short-term  borrowings  generally 
consist  of  those  borrowings  the  District  expects  to  receive  and  repay 
within  the  same  fiscal  year.  The  District's  ability  to  borrow  short  term 
from  the  securities  market  beyond  the  current  fiscal  year  is  limited  to  2 
percent  of  its  appropriation,  or  approximately  $70  million  in  fiscal  year 
1994.  The  District's  forecasted  cash  balances  for  fiscal  years  1994  and  1995 
include  the  following  short-term  borrowings,  shown  in  table  1.2,  which  are 
to  be  repaid  before  fiscal  year-end. 
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Table  1^:  District  FIscai  Year  1994  and 
1 995  Short-term  Borrowings 


DollafS  In  millions 

Fiscal  year 

Estimated 

Actual  to  date 

1994 

$150 

$200 

1995 

250 

n/a 

The  fiscal  year  1994  short-term  borrowing  is  the  first  time,  since  the 
receipt  in  fiscal  year  1991  of  $331  million  in  proceeds  fi-om  long-term 
borrowings,  that  the  District  has  borrowed  on  a  short-term  basis  from  the 
securities  market  to  meet  operating  cash  needs.  Prior  to  this  long-term 
borrowing,  the  District  frequently  borrowed  from  the  securities  market  on 
a  short-term  basis. 
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GAO  How  Did  Cash  Decline  With  Balanced 
Budgets  in  FY92  and  FY93? 

Dollars  (In  millions) 


jjS  _^____ 

. 

300                         ~~">~ 

-^^^              $75 

Z7S 

^^^*^.^.,__^ 

$178 

2S0 

225 

.^_^__^ 

200 

"* — ».,,^^ 

175 

^"^"^ 

!§S 

12S 

1991  1992 

September  30 

-^  Actual  cash  balance 

—   'Balanced  budget'  cast)  bzilance 


1993 
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How  Did  Cash  Decline 
With  Balanced 
Budgets  in  Fiscal 
Years  1992  and  1993? 


During  fiscal  years  1992  and  1993,  the  general  fund's  cash  balance  declined 
by  approximately  $166  million.  Ehuing  these  same  2  years  the  general  fund 
budget  showed  a  $10  million  excess  of  revenues  over  expenditures, 
resulting  in  a  difference  of  $176  million  between  cash  and  budget  for  the 
general  fund.  This  seeming  incongruity  occurred  because  District  budgets 
are  prepared  based  on  expected  revenues  and  expenditures,  which  can 
differ  from  the  flow  of  cash  receipts  and  disbursements. 

The  District's  budget,  as  is  common  to  other  muiucipalities,  is  prepared  on 
a  modified  accrual  basis,  meaning  that  revenues  and  expenditxu'es  can  be 
recognized  in  the  budget  before  or  after  cash  is  received  or  expended. 
Revenues  include  amounts  earned  but  not  yet  collected  (receivables)  and 
exclude  amoimts  not  yet  earned  for  which  cash  was  collected  (deferred 
revenue).  In  addition,  expenditures  include  cash  owed  but  not  yet  paid 
(accounts  payable)  and  exclude  cash  paid  in  previous  years  before  receipt 
or  use  of  the  related  goods  or  services  (prepaid  expenditures).  Also,  the 
payment  of  amounts  loaned  to  other  funds  and  the  related  repayments  of 
these  loans  are  not  reflected  as  a  budgetary  expenditure. 

Table  1.3  summarizes  the  m^yor  differences  between  amounts  included  in 
the  general  fund  budgetary  accounts  in  fiscal  years  1992  and  1993  and  the 
related  effect  on  cash. 


Table  U:  Effect  on  Cash  In  Relation  to 
Budget 


Dollars  in  millions 

Hscal  year 

1992 

increase/ 

(decrease) 

Fiscal  year 

1993 

Increase/ 

(decrease) 

Cumulative 
effect 

Fiscal  year  1993  property  tax  year 
change 

n/a 

$(174) 

$(174) 

Receivables  not  yet  collected 

$(67) 

(18) 

(85) 

Increase  in  D.C  General  Hospital  loan 
not  in  budget 

(13) 

(17) 

(30) 

Cash  collected  before  recognized  in 
budget 

36 

(36) 

0 

Expenditures  for  budget  not  yet  paid 
(accounts  payable) 

23 

144 

167 

Cash  paid  for  future  budget 
expenditure  (increase  in  prepaid 
expenses) 

(54) 

n/a 

(54) 

Total 

S(75) 

$(101) 

$(176) 
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Table  1.3  shows  receivables  and  loans  to  the  D.C.  General  Hospital 
increasing  during  these  years,  resulting  in  a  decline  in  the  cash  balance. 
However,  this  decline  is  offset  by  an  increase  in  accounts  payable,  which 
conserves  cash.  Exclusive  of  the  receivables  and  payables  changes,  which 
are  discussed  later  in  this  report,  the  mjuor  difference  during  these  2  years 
was  the  result  of  a  change  in  the  legal  definition  of  the  tax  year  in  1993. 
This  and  related  changes  resulted  in  counting  approximately  $174  million 
of  taxes  collected  in  advance  (previously  called  deferred  revenue)  as 
actual  fiscal  year  1993  revenue.  Therefore,  although  no  additional  cash 
was  collected,  budgetary  revenue  and  spending  authority  were  increased 
by  this  amount.  (For  a  detailed  explanjition  of  these  changes,  see  appendix 
II.)  These  budgets  should  be  viewed  in  corvjunction  with  cash  forecasts  to 
obtain  a  more  complete  picture  of  the  District's  finances. 
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GAD    What  Types  of  Borrowings  Are 
Available  to  the  District? 


Short  Term 

•Revenue  anticipation  notes 
•General  obligation  notes 
•Capital  project  fund 

Long  Term 

•General  obligation  bonds 

•Capital  projects  borrowings 

Treasury  Borrowings 
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What  TVpes  of 
Borrowings  Are 
Available  to  the 
District? 


The  District  of  Columbia  Self-Govemment  and  Governmental 
Reorganization  Act  authorizes  the  issuance  of  short-  and  long-term  debt 
that  is  backed  by  the  full  faith  and  credit  of  the  District.  The  District  is  also 
authorized  to  issue  obUgations  that  are  not  backed  by  the  full  faith  and 
credit  of  the  District.  Finally,  the  District  is  authorized  to  borrow  from  the 
U.S.  Treasury  to  meet  its  general  expenses. 

The  District  can  issue  short-term  debt  either  as  Tax  Revenue  Anticipation 
Notes  (trans)  or  general  obhgation  notes.  tr\ns  can  be  issued  to 
compensate  for  expected  cash  shortfalls  related  to  delays  m  receipt  of 
projected  tax  revenue.  Although  trans  are  renewable,  they  must  be  repaid 
no  later  than  the  last  day  of  the  fiscal  year  in  which  the  notes  were  issued. 
The  total  amount  of  outstanding  trans  at  any  time  is  limited  to  20  percent 
of  the  District's  total  anticipated  revenue  for  the  fiscal  year.  The  District 
utilized  this  form  of  short-term  borrowings  aimually  from  fiscal  year  1986 
imtil  late  in  fiscal  year  1991.  In  fiscal  year  1992,  the  District  did  not  utilize 
trans,  but  instead  reUed  on  proceeds  from  the  previous  fiscal  year's 
general  obligation  bond  issuance.  However,  in  fiscal  year  1994,  the  District 
again  issued  $200  million  trans  to  make  up  for  cash  shortfalls,  and  is 
anticipating  issuing  $250  nullion  in  fiscal  year  1995. 

The  District  can  also  issue  short-term  general  obligation  notes  to  meet 
appropriation  requirements  when  budgeted  grants  and  private 
contributions  are  not  realized.  Similar  to  trans,  these  notes  are  renewable. 
However,  they  must  be  repaid  no  later  than  the  last  day  of  the  fiscal  year 
following  tlie  year  in  which  they  were  issued.  The  amount  of  general 
obhgation  notes  issued  during  a  fiscal  year  is  limited  to  2  percent  of  the 
District's  total  appropriations,  or  approximately  $70  miUion  for  fiscal  year 
1994.  District  officials  said  they  have  never  issued  this  type  of  note  and  to 
do  so  may  impair  their  ability  to  obtain  financing  in  the  securities  market. 

The  District's  aiuiual  appropriation  specifically  states  that  "the  Mayor  shall 
not  expend  any  moneys  borrowed  fi-om  capital  projects  for  opersiting 
expenses  of  the  District  of  Columbia  government"  However,  in  recent 
years  the  District  has  borrowed  fi-om  the.  Capital  Projects  Fund.  For 
instance,  in  fiscal  year  1993,  the  District  borrowed  $140  miUion  from  the 
Capital  Projects  Fund  to  fiiumce  seasonal  cash  flow  needs.  These  funds 
were  repaid  by  year-end.  The  District  again  borrowed  from  the  Capital 
Projects  Fund  in  early  fiscal  year  1994  to  compensate  for  cash  flow 
shortages  due  to  a  delay  in  the  receipt  of  the  federal  payment  The 
$40  million  borrowed  at  this  time  was  repaid  in  November  199-3.  The 
District's  Corporation  Counsel  has  concluded  that  the  District  does  not 
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violate  its  appropriation  so  long  as  borrowings  from  the  Capital  Projects 
Fund  are  repaid  before  the  end  of  the  fiscal  year  in  which  the  borrowing  is 
made. 

The  District  also  has  the  authority  to  issue  long-term  debt  Long-term  debt 
generally  takes  the  form  of  general  obhgation  bonds.  The  District  can  issue 
general  obligation  bonds  to  refund  (refinance)  existing  debt  or  to  finance 
capital  projects.  In  fiscal  year  1991,  the  District  also  received  authority  to 
eliminate  the  general  fund's  accumulated  deficit  by  issuing  $331  million  in 
general  obligation  bonds.  The  District  has  $2.8  billion  in  general  obhgation 
bonds  outstanding  as  of  May  1.  1994.  The  District's  ability  to  issue  general 
obhgation  bonds  is  restricted  by  the  act.  Specifically,  general  obhgation 
bond  issuances  are  not  permitted  if  total  debt  service  in  the  fiscal  year 
exceeds  14  percent  of  the  District's  revenues,  or  $500  milhon  as  of 
May  1,  1994.  The  District's  debt  service  for  fiscal  year  1995  is  expected  to 
be  $362  miUion. 

The  District  also  is  authorized  to  issue  revenue  bonds,  notes,  or  other 
obUgadons  to  finance  or  refinance  ludertakings  in  the  areas  of 
(1)  housing,  (2)  facihties  for  health,  transit,  utility,  recreation,  college, 
university,  or  pollution  control,  (3)  college  or  university  student  loan 
programs,  and  (4)  industrial  and  commercial  development  The 
approximately  $384  miUion  of  revenue  obUgations  issued  under  this 
provision  are  not  general  obUgations  or  debt  of  the  District  and  are  not 
backed  by  the  full  faith  and  credit  or  the  taxing  power  of  the  District. 
Instead,  they  are  payable  from  earnings  of  the  respective  projects  and  may 
be  secured  by  mortgages  on  real  property  or  creation  of  a  security  interest 
in  other  assets. 

Finally,  the  District  can  borrow  funds  from  the  U.S.  Treasury  to  finance  its 
general  expenses.  Between  1939  and  1983  the  District  raatinely  borrowed 
from  the  U.S.  Treasury  under  this  provision.  It  has  not  borrowed  from  the 
U.S.  Treasury  for  general  expenses  since  then.  At  one  time,  the  District 
also  had  authority  to  borrow  funds  from  the  U.S.  Treasury  to  finance 
capital  projects.  While  this  authority  to  borrow  for  capital  projects  was 
terminated  in  1983,  the  District  had  outstanding  debt  issued  under  this 
authority  with  a  remaining  balance  of  $71.8  miUion  as  of  May  1,  1994. 
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GAO   Why  Did  the  District's  Fiscal  Year 
1993  Receivables  Increase? 


General  fund  receivables 
increase  included 

•D.C.  General  Hospital 

•Federal  grants 

Other  fund  receivables 
increase  included  pension  fund 
receivable  from  the 
general  fund 
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Why  Did  the  District's 
Fiscal  Year  1993 
Receivables  Increase? 


The  District's  fiscal  year  1993  receivables  increased  by  a  total  of 
$90  million,  or  8  percent  In  the  general  fund,  the  increase  was  $35  niillion, 
or  6  percent  The  most  significant  increases  in  the  general  fund  were  the 
$17  million  increase  in  the  receivable  due  from  D.C.  General  Hospital  and 
the  $33  million  increase  in  federal  grants  receivable.  The  most  significant 
increase  in  other  fund  receivables  was  a  $72  million  increase  in  the 
pension  fund  receivables.  These  increases  were  offset  by  slight  decreases 
in  other  receivable  accounts. 

The  $17  miUion  increase  in  the  general  fund  receivable  from  D.C.  General 
Hospital  was  to  cover  cash  losses  at  the  Hospital.  With  this  increase,  the 
total  amount  receivable  from  the  Hospital  was  $58  million  at  the  end  of 
fiscal  year  1993.  However,  we  believe  the  Hospital's  losses  should  have 
been  covered  by  requesting  additional  funds  through  the  supplemental 
budget  process  rather  than  through  a  loan. 

The  D.C.  Code  requires  the  D.C.  General  Hospital  Commission,  an 
independent  agency  of  the  District  Government  that  operates  the  Hospital, 
to  submit  an  annual  consolidated  budget  to  the  Mayor  that  covers  all 
anticipated  revenues,  expenditures,  and  capital  outlays.  This  budget  must 
also  request  a  subsidy  to  cover  the  difference  between  anticipated 
expenditures  (including  debt  service  for  capital  expenditures  and  a 
reserve  for  bad  debts)  and  anticipated  revenues.  The  Mayor  proposes  any 
modifications  to  the  Commission's  budget  and  transmits  it  to  the  Council. 

Each  year,  the  District  included  an  amount  for  the  Hospital  subsidy  in  its 
annual  budget  submission  to  Congress.  The  Congress  included  funds  to 
pay  the  Hospital  subsidy  in  the  general  fund  appropriation  for  Human 
Support  Services.  However,  except  for  fiscal  year  1990,  when  expenditures 
continued  to  exceed  revenue  above  the  subsidy,  neither  the  Commission 
nor  the  Ehstrict  submitted  a  budget  requesting  a  supplemental 
appropriation  to  cover  the  actual  deficit,  as  the  District  has  done  for  other 
operations  where  available  funds  were  insufficient  to  cover  expenditures. 
Further,  the  District  did  not  reprogram  funds  within  Human  Support 
Services  to  increase  the  subsidy.  Instead,  the  District  transferred  cash 
from  the  general  fund  directly  to  the  Hospital,  and  recorded  it  as  a  general 
fund  receivable  and  a  Hospital  fund  payable.  In  our  opinion,  the  District 
should  have  requested  additional  funds  for  the  Hospital  through  a 
supplemental  budget  request 

Furthermore,  this  loan  to  the  Hospital  is  unlikely  to  be  collected.  The 
Hospital  continues  to  operate  at  a  deficit  and  the  independent  auditors' 
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opinion  on  the  D.C.  General  Hospital's  1993  financial  statements  reports 
that  the  Hospital  will  be  unable  to  repay  the  $58  million  unless  the  current 
level  of  District  impropriations  increases  or  the  cash  generated  from 
hospital  operations  increases  significantly. 

The  District's  receivables  also  increased  because  of  additional  federal 
grants.  The  Department  of  Human  Services  (dhs)  accounts  for  83  percent 
of  the  total  federal  grants  receivable.  In  fiscal  year  1993,  dhs  grants 
receivable  increased  by  $27  million,  or  21  percent  Of  this  $27  million,  an 
increase  of  as  much  as  $16  million  would  have  been  expected  because  of  a 
12  percent  increase  in  dhs  grant  revenues.  The  remsiining  mcrease  resulted 
firom  collections  in  1993  of  dhs  grants  receivable  that  were  at  a  lower  rate 
than  in  1992.  While  District  officials  reported  that  the  fmancial 
management  system  does  not  provide  an  aging  of  its  grants  receivable,  we 
were  able  to  develop  the  following  chart  of  dhs  grants  receivable  over  1 
year  old.  Figure  1.2  .shows  that  the  percentage  of  grants  receivable  1  year 
and  over  has  increased  fi-om  1992. 
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Figure  1.2:  Outstantling  DHS  Grants 
Receivable  1  Year  Oid  and  Older  ■ 
Rscal  Years  1992  and  1993 
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In  addition,  Figure  1.2  also  shows  that  grants  3  years  old  decrejised  in 
fiscal  year  1993.  This  decline  was  primarily  due  to  the  grants  remaining 
uncollected,  so  that  they  were  more  than  3  years  old  at  the  end  of  fiscal 
year  1993.  As  of  September  30,  1993,  the  dhs  grants  receivable  over  3  years 
old  totaled  $24  million.  The  age  of  these  grants  suggests  there  may  be 
issues  related  to  their  ultimate  collectibility.  In  fact,  the  District  estimated 
and  recorded  approximately  $  18  million  in  its  accounts  as  an  allowance 
for  potential  uncollectible  grants  at  dhs.  It  is  not  unusual  for  an 
organization  to  maintain  a  reserve  for  potential  uncollectible  amounts 
rather  than  writing  them  off  directly.  Although  the  District's  outside 
auditors  did  not  request  the  District  to  adjust  its  accounts,  the  auditors 
identified  an  additional  $16  million  in  dhs  grants  receivable  as  potentially 
uncollectible.  The  auditors  told  us  they  did  not  request  an  adjustment  to 
the  District's  grants  receivable  balance  or  the  allowance  account  because 
this  potential  adjustment  was  combined  with  all  other  potential 
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adjustments  and  in  total  they  were  considered  not  material  to  the  financial 
statements  as  a  whole. 


The  pension  fund  receivables  increased  because  of  the  $72  million  deferral 
of  the  1993  fourth  quarter  payment  from  the  general  fund.  This  receivable 
is  also  recorded  as  a  payable  in  the  general  fund. 
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GAO    Why  Did  the  District's  Fiscal  Year 
1993  Payables  Increase? 


Significant  increases  in  payables 
were  in 

•Accounts  payable 

•Compensation  payable 

•General  fund  payable  to  pension 
fund 
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Why  Did  the  District's 
Fiscal  Year  1993 
Payables  Increase? 


The  District's  payables  increased  $260  million,  or  44  percent,  in  fiscal  year 
1993.  Most  of  this  change  was  due  to  increases  in  accounts  payable, 
compensation  payable,  and  general  fund  payable  to  the  pension  fund. 
Table  1.4  shows  the  District's  fiscal  year  1993  payables. 


Table  1.4:  District  o<  Columbia  Payables  for  Rscal  Year  1993 

Dollars  in  millions 

September  30, 
1992 

September  30,  _ 
1993 

Char>ge 

Payables 

AnKxint           Percent 

General  Fund 

Accounts 
Compensation 
Intergovernmental 
Interfund' 

Subtotal 


S199 

143 

14 

2 

358 


$242 

181 

5 

74 

502 


$43 
38 


72 
144 


22 

27 

-64 

360 

40 


.  Other  Funds 

Accounts 

I  ntragovernmental" 

Other 


156 
51 
31 


255 
69 
30 


18 
-1 


63 
35 
-3 


Subtotal 

238 

354 

116 

49 

Total 

596 

856 

260 

44 

"Includes  $72  million  lor  DC  pension  contribution  in  fiscal  year  1993 

'Includes  $41  million  and  $58  million  owed  by  DC.  General  Hospital  in  fiscal  years  1992 and 
1993. 


The  $43  million  increase  in  general  fund  accounts  payable  was  distributed 
throughout  the  various  agencies.  This  balance  would  have  been  expected 
to  increase  by  as  much  as  $19  million  as  a  result  of  a  10  percent  increase  in 
general  fund  nonpersonal  expenditures.  While  the  District's  records  did 
not  permit  us  to  determine  the  age  of  the  accounts  payable  within  the  time 
available.  District  officials  told  us  that  payments  were  being  made  when 
due  and  that  the  increase  was  not  a  result  of  withholding  payments  to 
conserve  the  cash  balance.  Changes  in  accounts  payable  as  a  percentage 
of  nonpersonal  expenditiu'es  are  shown  in  figure  1.3. 
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Figure  1.3:  General  Fund  Accounts 
Payable  as  a  Percentage  of 
Nonpersonal  Expenditures 
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Fiscal  year 


Accounts  payable  decreased  in  fiscal  year  1991,  when  the  District  received 
$331  million  in  borrowing  proceeds  just  prior  to  the  end  of  the  year  to  pay 
some  outstanding  liabilities.  In  fiscal  years  1992  and  1993,  accounts 
payable  at  year-end  increased  to  12  percent  and  13  percent  of  nonpersonal 
expenditures. 

Ck>mpensation  payable  in  the  general  fund  increased  $38  million  firom 
year-end  1992  to  1993.  This  increase  included  ( 1)  $6  million  resulting  from 
one  more  day  in  the  accrued  pay  period  compared  to  the  prior  year  (that 
is,  fiscal  year  1992  ended  on  a  Wednesday  and  fiscal  year  1993  ended  on  a 
Thursday),  (2)  $22  million  due  to  retroactive  pay  and  separation  incentives 
for  teachers,  and  (3)  $3  million  in  aiuiual  leave  due  to  requirements  of  the 
Government  Accounting  Standards  Board  in  the  accounting  for  leave. 

General  fund  payables  to  other  fiinds  increased  due  to  the  $72  million 
owed  to  the  pension  fund.  This  payable  is  also  recorded  as  a  receivable  in 
the  pension  fund. 

Accounts  payable  in  other  funds  increased  due  to  $100  million  in  payables 
owed  by  the  pension  fiind  for  investments  purchased  close  to  the  end  of 
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the  year.  D.C.  General  Hospital's  payable  to  the  general  fund  increased  by 
$17  million,  as  mentioned  earlier. 
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GAO    Are  There  Other  Potential  Revenues 
Without  Additional  Cash? 


Deferred  revenues  include 
personal  property  taxes  on 
businesses 
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Are  There  Other 
Potential  Revenues 
Without  Additional 
Cash? 


Table  1.5  shows  the  deferred  revenue  in  the  general  fund  at  the  end  of 
fiscal  years  1992  and  1993,  and  the  changes  in  each  category. 


Table  1.5:  General  Fund  Deferred  Revenues 


Dollars  in  millions 


Change 


Deterred  revenues 


September  30, 1992  September  30, 1993 


Amount 


Percent 


General  Fund 

Property  Taxes 

Intergovernmental  (federal  grants) 
Other 

Total 


$245 
10 
83 

S338 


$47 

$-198 

14 

4 

68 

-15 

$129 

$-209 

-81 
40 
-18 

-62 


Deferred  revenue  from  property  taxes  decreased  primarily  due  to  the 
change  in  the  real  property  tax  year  discussed  earlier.  Of  the  $47  million 
remaining  in  deferred  revenue  from  property  taxes,  about  $44  million 
relates  to  personal  property  taxes  levied  on  businesses.  This  tax  was 
collected  on  July  1  for  the  period  July  1,  1993,  to  June  30, 1994.  About 
$22  million  of  the  other  deferred  revenue  for  1993  is  corporate  and 
unincorporated  business  franchise  taxes  and  about  $5  million  is  cash 
advanced  for  street  repairs.  A  change  in  year-end  for  personal  property 
taxes,  similar  to  1993's  change  in  year-end  for  real  property  taxes,  would 
result  in  additional  revenue  without  additional  cash  being  collected  in  the 
year  of  the  change.  However,  because  such  a  change  would  result  in  a  cost 
to  taxpayers  of  9  months  of  taxes  paid  in  advance  instead  of  the  3  months 
resulting  from  the  real  property  tax  year-end  change  (see  appendix  11  for  a 
discussion  of  the  real  property  tax  year-end  change).  District  officials 
indicated  that  it  is  unUkely  such  a  provision  could  be  enacted.  Further, 
District  officials  indicated  that  they  had  already  considered  such  a  change 
and  rejected  it 
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GAO    How  Realistic  Are 

the  District's  Budgets? 


Balanced  budget  requirement 

Revenue  estimates  generally 
optimistic 

Supplemental  budget 
revenue  increases 

Current  budgets  are  not 
consistent  with  historical 
trends/projections 
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How  Realistic  Are  the 
District's  Budgets? 


The  District  is  required  to  submit  a  balanced  budget  (that  is,  a  budget  in 
which  revenues  are  equal  to  or  greater  than  expenditures)  to  the  Congress, 
although  the  Congress  is  not  required  to  enact  a  balanced  budget  for  the 
District  While  the  District  has  had  balanced  budgets,  the  budgets  have  not 
always  reflected  historical  and  future  projected  trends.  Some  estimated 
revenues,  such  as  sales  taxes  and  income  taxes,  are  consistently  higher  in 
the  original  budgets  than  actual  revenues  realized.  Figure  1.4  shows  the 
differences  between  the  original  budgets  and  actual  revenues  for  income 
taxes,  which  represent  over  25  percent  of  the  District's  total  revenues  from 
sources  other  than  the  federal  government 


Rgura  1.4:  District  Income  Tax 
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Source:  1994  Mulli-Year  Plan  and  data  from  DC  Office  ol  the  Budget 


As  shown  in  figure  1.4,  the  District  has  had  some  difficulty  forecasting 
revenues  in  recent  years.  District  officials  stated  that  the  estimates  have 
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not  been  realized  primarily  because  the  District's  economic  recovery  has 
been  slower  than  expected  and  the  loss  of  businesses  and  middle  class 
taxpayers  to  the  suburbs  has  continually  diminished  the  tax  base.  As  a 
result,  revenues  frequently  have  not  generated  sufficient  resources  for  the 
actual  expenditures.  In  recent  years,  the  District  has  reacted  to  these 
shortfalls  with  supplemental  budgets  containing  significant  revenue 
increases  to  balance  the  budgets.  For  example, 


fiscal  year  199 1's  supplemental  request  included  a  "dire  emergency" 

increase  to  the  federal  payment  of  over  $  103  million; 

fiscal  year  1992's  supplemental  request  included  a  transfer  of  $28  million 

from  the  Water  and  Sewer  Fund  to  the  general  fund; 

fiscal  year  1993's  supplemental  budget  changed  the  property  tax  year, 

generating  approximately  $174  million  in  revenues  for  1993;  and 

fiscal  year  1994's  request  includes  tax  increases,  such  as  the  one-time 

public  safety  fee  ($35  million)  and  raising  the  sales  tax  1  percent 

($10.8  million). 

In  addition,  in  fiscal  year  1992,  the  District  recorded  $23  million  in  wmata 
expenditures  as  a  nonappropriated  expenditure.  These  expenditures  for 
Metro  subsidies  were  previously  accounted  for  as  appropriated 
e]q)enditures.  District  officials  indicated  that  to  record  these  expenditures 
against  the  appropriated  budget  would  have  resulted  in  an 
"Anti-Deficiency  issue."  They  recorded  the  expenditiu*  as  a 
nonappropriated  expenditure  and  requested  appropriated  budget  authority 
in  fiscal  year  1993.  In  effect,  recording  the  $23  million  as  nonappropriated 
expenditures  enabled  the  District  to  incur  a  like  amount  of  appropriated 
expenditures. 

In  addition,  the  1993  District  budget  included  $30.8  million  of  unallocated 
cost  reductions  that  were  to  offset  budgeted  expenditures.  District 
officials  stated  that  omb,  upon  review  of  the  District's  budget,  requested 
the  District  to  reduce  its  revenue  from  the  Federal  Payment  by 
$30.8  million.  To  balance  its  budget,  the  District  chose  to  include 
unallocated  cost  reductions  in  its  budget  to  offset  this  reduced  revenue. 
District  officials  indicated  that  these  cost  reductions  were  never  actually 
allocated  to  agencies  and  instead  were  made  up  by  revenue  increases 
during  the  supplemental  budget  process. 

Furthermore,  the  District's  fiscal  year  1994  supplemental  budget  request 
and  fiscal  year  1995  budget  estimates  for  expenditures  are  not  consistent 
with  historical  results  and  future  year  estimates.  Often,  the  budget's 
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projected  expenditures  are  substantially  lower  in  relation  to  past  and 
future  amounts,  as  shown  by  figure  1.5  for  the  Department  of  Corrections.^ 


Figure  1.5:  Department  of  Corrections'  Total  Expenses 
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Source:  Oislricl  ot  Coiumbia  Budgets  and  Multi  Year  Plan 


As  illustrated  in  figure  1.5,  Corrections'  original  fiscal  year  1994 
expenditure  estimates  were  less  than  actual  expenditures  from  the 
previous  2  years.  The  estimates  were  then  subsequently  increased  in  the 
supplemental  budget  Additional  funds  were  needed  because  short-term 
actions  to  reduce  spending  either  did  not  occur  or  were  significantly 
delayed  during  fiscal  year  1994.  However,  the  fiscal  year  1995  expenditure 


^Excerpts  from  a  CBO  analysis  of  the  District's  expenditures  are  included  in  appendix  V. 
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estimates  are  again  lower  in  anticipation  of  these  same  short-term  actions. 
Specifically,  Corrections  has  projected  saving  about  $11.3  million  by 
returning  all  prisoners  from  federal  and  state  facilities.  However,  over  300 
prisoners  werejstill  housed  in  other  jurisdictions  during  fiscal  year  1994 
and  the  District  needed  about  $5.7  million  to  pay  for  them.  Furthermore, 
while  the  District's  budget  for  fiscal  year  1995  indicated  that  310  prisoners 
would  be  housed  in  federal  facilities,  the  budget  anticipates  obtaining  this 
service  without  charge.  Food  services  in  the  prison  were  also  to  be 
privatized,  saving  about  $3.8  million.  Officials  believe  the  savings  from 
privatization  could  occur  in  fiscal  year  1995. 

In  another  example,  in  fiscal  year  1994  the  pubUc  schools  intended  to  pay 
for  $17  million  in  salary  increases  granted  to  teachers,  while  reducing 
spending  by  another  $30  million  by  (1)  closing  10  schools  and  disposing  of 
some  buildings  (saving  $10  million),  (2)  reducing  staff  by  700  employees 
($10  million),  and  (3)  receiving  Medicaid  reimbursement  for  certain 
students  ($10  million).  However,  the  District  reported  that  only  about 
$2.7  million  of  the  savings  have  materialized.  Closing  the  10  schools  saved 
only  about  $600,000.  More  than  500  school  employees  either  retired  or 
resigned,  but  then  teachers  had  to  be  hired  to  fill  critical  positions  left 
vacant,  resulting  in  only  $2. 1  million  being  saved.  Finally,  since  the 
Medicaid  reimbursement  has  not  been  implemented,  additional  revenues 
estimated  at  $10  million  have  not  occurred. 


In  addition,  as  previously  discussed,  estimated  Medicaid  expenditures  for 
the  first  6  months  have  exceeded  budget  estimates,  and  the  District's 
expenditures  may  be  underestimated  by  as  much  as  $30  million. 
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GAD    Have  Actual  Expenditures 
Exceeded  the  Budget? 


Overexpenditures  in  both 
personal  and  nonpersonal 
sen/ices 

Some  personal  services 
overexpenditures  offset  by 
nonpersonal  services 
underexpenditures 

Controls  do  not  prevent  some 
types  of  overspending 
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Have  Actual 
Expenditures 
Exceeded  the  Budget? 


Even  though  the  District  has  submitted  balanced  budgets,  in  recent  years 
its  actual  expenditures  have  exceeded  budgeted  amounts.  For  instance, 
expenditiu-es  for  Human  Support  Services  exceeded  budgeted  amounts  by 
$23  million  in  fiscal  year  1991,  $21  million  in  fiscal  year  1992,  and 
$6.6  million  in  fiscal  year  1993.  In  addition,  interest  and  fiscal  charges 
exceeded  budgeted  amounts  by  $8  million  in  fiscal  year  1992  and 
$6.8  million  in  fiscal  year  1993,  Public  Safety  and  Justice  exceeded 
amounts  by  $2.6  million  in  fiscal  year  1993,  and  Public  Works  exceeded 
budgeted  amounts  by  $1.7  million  in  fiscal  year  1993.'^  We  compared  the 
original  and  supplemental  budgets  to  actual  expenditxues.  We  found  that 
negative  variances  (actual  expenditures  exceeded  budgeted  amounts) 
resulted  from  overexpenditurcs  in  both  personal  services,  such  as  salaries 
and  benefits,  and  nonpersonal  services,  such  as  supplies,  occupancy, 
contractual  services,  subsidies  and  transfers  (including  payments  of 
entitlements  to  individuals),  equipment,  and  debt  service. 


In  fiscal  year  1993,  overexpenditures  in  persotial  services  in  two 
agencies — the  Fire  Department  and  Public  Works — caused  negative 
variances  that  were  represented  as  Anti-Deficiency  Act  violations  in  the 
District's  Comprehensive  Aimual  Financial  Report  (cafb).  An 
overexpenditure  in  the  Department  of  Human  Services  (dhs)  personal 
services  also  contributed  to  the  negative  variance  represented  as  an 
Anti-Deficiency  Act  violation  in  the  cafr.  As  illustrated  in  figure  1.6,  in  each 
of  these  cases,  the  supplemental  budget(s)  reduced  the  budgeted  amount 
for  personal  services.  In  the  Fire  Department,  this  resulted  in  a  larger 
negative  variance  than  would  have  occurred  without  the  supplementals.  In 
the  other  two  agencies,  the  supplemental  budgets  caused  a  negative 
variance  that  would  not  have  existed  under  the  original  budget 


^e  were  asked  to  compare  actual  expendittires  on  a  cash  basis  to  budgeted  amounts.  We  were  unable 
to  convert  budgets  aiKl  actual  expenditures  to  a  cash  basis  at  an  ageiicy  level 
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Rgura  1.6:  Variance  Between  Original 
and  Rnal  Budgets  and  Actual 
Expenditures  -  Personal  Services  - 
Fiscal  Year  1993 


(rUnce  (In  milllora) 


Ri«  Dapaflnwm         Dsparlment  of  Public  Works 

Human  Sanrkas 


Ongina)  budget  less  actual  expenditures 
^^^H   Final  budget  less  actual  expenditures 


In  addition,  we  found  that  in  some  cases  negative  variances  resulted  from 
overexpenditures  in  nonpersonal  services.  For  example,  actual 
expenditures  for  nonpersonal  services  at  dhs  exceeded  both  the  original 
and  final  budget  for  fiscal  years  1991,  1992,  and  1993.  The  $6.6  million 
overexpenditure  for  Human  Support  Services  in  the  cafr  includes 
Medicaid  and  other  entitlement  programs.  Other  examples  in  which 
expenditures  exceeded  both  the  original  and  final  budget  are  Disability 
Compensation  for  fiscal  years  1991,  1992,  and  1993;  Unemployment 
Compensation  in  fiscal  year  1993;  and  Debt  Service  for  fiscal  years  1992 
and  1993. 

In  many  other  instances,  either  personal  or  nonpersonal  services  showed 
negative  variances  at  various  agencies,  but  the  agency  as  a  whole  did  not 
go  over  budget  because  of  offsetting  positive  variances  in  nonpersoiuil  or 
personal  services.  For  example,  figure  1.7  shows  that  positive  variances  in 
nonpersonal  services  offset  the  negative  variances  firom  personal  services 
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in  I*ublic  Works  and  the  Fire  Department  in  fiscal  year  1992,  and  the 
Public  Schools  in  fiscal  years  1992  and  1993.  This  means  that  funds  that 
had  been  budgeted  for  vehicles,  textbooks,  maintenance,  etc.,  were  used 
to  pay  salaries  and  benefits. 


Rgur*  1.7:  Positive  Varianca*  In  ^^^^^^BHi^H 
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District  officials  told  us  that  they  had  to  rely  on  agencies  to  moititor 
personal  services  spending,  but  that  nonpersonal  services  q>ending  is 
monitored  through  the  fiiuincial  management  system.  The  system  does  not 
allow  agencies  to  post  transactions  that  would  exceed  the  budgeted 
amount  However,  (1)  the  control  is  based  on  all  spending  authority, 
including  appropriated,  grant,  and  other  authority,  (2)  entitlements  are 
allowed  to  exceed  the  budget,  and  (3)  e3q)enditures  under  $10,000  can  be 
made  before  the  transactioris  are  entered  into  the  system.  In  addition  to 
the  DHS  example  given  previously,  many  agencies  had  smaller 
overexpenditures  in  nonpersonal  services. 


Pige47 


GAOMUOMGGD-M-ITXBB  D.C.  FlBUKial  Statu 


348 


Appendix  I 

The  DIatrict  of  ColambU'a  Financial  SUtua 


GAD   What  Are  the  Potential 
Extraordinary  Costs? 


Operational  programs 

•  D.C.  General  Hospital  deficits 

•  Pension  funding 

•  Water  and  sewer  cash  needs 
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What  Are  the 
Potential 

Extraordinary  Costs: 
Operational  Programs 


As  previously  discussed,  the  D.C.  General  Hospital  had  a  $109  million 
accumulated  deficit.  $58  million  of  which  was  funded  through  loans  from 
the  District,  as  of  September  30,  1993.  In  fiscal  year  1994,  the  District 
initiated  a  plan  to  reduce  the  accumulated  debt,  designating  $10  million 
per  year  to  the  Hospital.  However,  the  fiscal  year  1994  supplemental 
budget  reduced  this  amount  for  fiscal  year  1994  to  $4.5  millioa  In  addition, 
the  Mayor  has  also  submitted  a  plan  to  the  Council  to  address  the  financial 
operations  of  the  Hospital  with  the  intent  of  resolving  the  deficit  growth. 
Prior  to  submitting  the  plan,  the  deficit  was  expect«d  to  increase  to  almost 
$280  million  by  fiscal  year  2000. 


The  District's  pension  obligations  Co  the  retirement  funds  for  police,  fire 
fighters,  teachers,  and  judges  exceeded  the  pension  fimds'  assets  by  about 
$4.4  billion  as  of  September  30,  1993.  The  District's  contributions  are 
supposed  to  be  sufficient  to  pay  current  costs  plus  a  portion  of  the  interest 
on  the  $4.4  billion  unfunded  licibility.  The  contributioi\s  also  increase  as 
the  number  of  retirees  increase,  /s  shown  in  figure  L8,  the  contribution 
has  grown  from  $180  miUion  In  1989  to  about  $300  million  for  1995,  and  is 
expected  to  continue  increasing  to  almost  $400  million  by  1999. 


ngura  1.8:  District  Expandituras  for 
Panslon 


Source  1969-1993  CAFB  and  1995-1999  Multi-Yea  Plan. 
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In  the  past,  the  Water  and  Sewer  Fund  has  maintained  a  working  capital 
balance  to  provide  for  its  operating  needs,  finance  its  continuing  capital 
projects,  and  establish  a  favorable  debt  service  ratio  necessary  for  future 
revenue  bond  financing.  Also,  the  fund  has  had  cash  available  for  the 
District's  use  in  the  cash  pool.  However,  current  projections  show  a  net 
loss  in  each  of  the  next  6  years,  which  is  not  included  in  the  District's 
general  fund  budget  or  its  multi-year  financial  forecasts  (see  figure  1.9). 
Similarly,  cash  flow  is  also  expected  to  decrease  to  the  point  where  the 
fund  will  be  a  cash  user  rather  than  a  cash  provider  for  the  District's  cash 
pool  by  1996. 


FIgura  1.9:  Water  and  Sewer:  End  of 
YaarCaah 


93         94  94 

Original    Revtoed 


Note  Fiscal  years  1991-1993  actuals,  fiscal  years  1994  and  1995  budgets.  Iiscal  years 
1996-2000  proiected 

Source:  Water  and  Sewer  Utility  Administration. 
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GAO    What  Are  the  Potential 
Extraordinary  Costs? 


Capital  programs 


'  Public  schools  building  and 
fire  code  violations 


'Water  and  sewer  compliance 
with  EPA  requirements 


Pa«e  62  GAO/AIMD/GGD-M-ITZBB  D.C.  Flnutclal  Status 


352 


Appendix  1 

The  Distrtct  of  ColaiiibU'a  Financial  Slatn* 


What  Are  the 
Potential 

Extraordinary  Costs: 
Capital  Programs 


The  District  has  over  a  billion  dollars  of  capital  program  costs  to  upgrade 
the  schools  and  water  and  sewer  operations.  Most  of  these  projects  are 
not  included  in  the  capital  improvement  plan.  In  addition,  some  of  the 
authorized  projects  included  in  the  capital  improvements  plan  have  no 
related  financing.  Since  1980,  the  District  has  approved  more  than 
$4  billion  in  capital  improvement  projects;  however,  $1.5  billion  of  these 
projects  have  not  been  financed.  The  ability  of  the  District  to  finance 
capital  projects  is  restricted  by  the  Home  Rule  Act  By  law,  the  aiuiual 
payment  of  principal  and  interest  charges  may  not  exceed  14  percent  of 
anticipztted  revenues.  Although  the  debt  service  limit  is  14  percent  of 
anticipated  revenue,  the  District  has  exceeded  what  it  deemed  the 
advisable  10  percent  debt  service  ratio.  As  a  result,  the  District  plans  to 
limit  annual  financing  of  capital  projects  to  $250  million. 


The  public  schools  have  about  180  facilities,  most  of  which  are  old  and  in 
need  of  serious  repairs — over  half  are  more  than  50  years  old.  Realizing 
that  significant  improvements  were  needed,  D.C.  Public  Schools  hired  a 
consultant  to  develop  the  cost  of  renovating  all  of  the  schools  to  address 
serious  deficiencies  and  code  violations.  Repairs  and  renovations  outlined 
in  the  consultant  study  included  roof  and  window  replacements,  electrical 
system  repairs,  and  improvements  to  address  fire  and  life  safety 
deficiencies.  The  study  estimated  that  between  $522  million  and 
$650  million  was  needed  to  correct  the  deficiencies.  Public  school  officials 
said  the  schools  needed  at  least  $50  million  in  capital  spending  annually  to 
begin  correcting  these  deficiencies,  yet  capital  spending  is  projected  at 
$30  million  annually.  District  officials  indicated  that  these  pubUc  school 
projects  were  not  included  in  the  capital  projects  plan  because  they 
represented  maintenance  and  repairs,  which  should  be  financed  fi'om  the 
public  schools  operating  budget,  although  they  acknowledged  that  they 
had  not  seen  nor  reviewed  the  consultant's  study.  As  noted  earlier,  over 
the  last  several  years  the  public  schools  have  used  nonpersonal  services 
funds,  including  funds  for  maintenance,  to  pay  for  personnel  costs. 

Environmental  Protection  Agency  regulations  require  that  by  the  end  of 
fiscal  year  1996,  Water  and  Sewer  must  construct  new  facilities  to 
accomplish  sewage  plant  expansions  to  370  million  gallons  per  day  from 
309  million  gallons  per  day.  The  projected  cost  of  this  expansion  is 
$350  million.  In  addition.  Water  and  Sewer  officials  estimated  that  an 
additional  $326  million  is  needed  for  improvements  to  other  water  and 
sewer  facilities.  The  capital  improvement  plan  includes  planned  spending 
for  less  than  60  percent  of  these  costs. 


Pa«eSS 


GAaMIMIMMiI>-«4-l7ZBR  D.C.  Plnuclal  Statu* 


353 


Appendix  1 

Th«  District  of  Columbia's  Financial  Status 


GAO   What  Are  the  Potential 
Extraordinary  Costs? 


Corrections  court  orders 
•Medical  care 
•Inmate  population 
•Staffing 
•Sewage  system 
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What  Are  the 
Potential 

Extraordinary  Costs: 
Corrections  Court 
Orders 


District  officials  provided  us  information  relating  to  any  court  orders  and 
consent  decrees  that  may  require  $500,000  or  more  to  fulfill  the  court's 
requirements.  Even  though  the  District  either  agreed  to  comply  with 
consent  decrees  or  had  been  ordered  by  the  court  to  implement  remedies, 
it  had  not  estimated  the  costs  to  fully  implement  the  required  actions. 
District  officials  maintain  that  the  full  cost  of  compliance  has  been 
included  in  the  applicable  program's  total  costs.  As  discussed  below, 
certain  capital  projects  that  could  contribute  to  complying  with  the  courts' 
requirements  do  not  include  adequate  planned  spending.  Because  the 
costs  of  compliance  were  not  separately  determined,  we  were  unable  to 
verify  that  all  costs  were  included  in  the  budgets,  multi-year  financial 
plans,  or  capital  plans. 


The  District's  Corrections  facilities  are  under  a  number  of  court  orders 
regarding  medical  care,  environmental  improvements,  prisoner 
population,  and  correctional  ofRcer  staffing.  Specifically,  District  officials 
indicated  that  the  following  areas  within  Corrections  will  require  over 
$500,000  to  remedy. 

A  Special  OfBcer  appointed  by  the  District  Court  reported  that  medical 
care  at  the  D.C.  jail  does  not  meet  the  basic  and  serious  medical  needs  of 
inmates  incarcerated  there.  The  Special  Officer  reported  that  the 
continued  violations  of  court  orders,  originally  issued  in  1971,  evidence 
pervasive  and  systemic  deficiencies  in  the  medical  delivery  system  that 
have  rendered  the  system  dysftinctional.  The  hiring  of  health  care  staff  to 
provide  medical,  dental,  and  psychiatric  care  is  key  to  achieving  the 
actions  ordered  by  the  court.  Furthermore,  the  Special  Officer  recently 
reported  that  Corrections  is  not  in  compUance  with  the  court  order  to 
segregate  inmates  with  communicable  diseases  and  sexually  transmitted 
diseases  at  the  modular  facility  located  at  Lorton. 

As  a  result  of  court  orders,  the  District's  Department  of  Corrections  capital 
improvements  plan  has  identified  a  number  of  issues  that  need  to  be 
addressed.  For  example,  upgrading  institutional  facilities,  upgrading  and 
expanding  water  and  sewage  facilities,  and  improving  food  preparation 
and  handling  facilities.  The  capital  improvements  plan  includes 
authorization  for  $38  million  for  sewage  treatment  plant  improvements  at 
the  Lorton  correctional  facility.  However,  only  $10  million  of  the 
$38  million  is  included  in  the  District's  spending  plan. 
District  officials  indicated  that  each  District  correctional  facility  is  under 
court-imposed  population  caps  as  a  result  of  inmate  complaints  regarding 
prisoner  overcrowding,  health  and  food  services,  and  safety  issues. 
Corrections  officials  stated  that  the  capital  improvements  plan  includes 
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authorization  for  new  or  expanded  facilities  that  are  needed  to  resolve  this 
overcrowding,  but  the  projects  are  not  all  financed.  Included  in  the  capital 
improvements  plan  is  a  new  medium  security  facility  costing  $85  million 
for  which  past  and  planned  spending  totals  only  $3.2  million. 
A  January  1993  technical  assistance  visit  report,  requested  by  the  Special 
Officer,  to  study  the  District's  providing  of  correctional  officers  at  ix>rton's 
Maximum  and  Central  Facility  recommended  staff  increases  to  address 
inmate  complaints  that  there  were  insufficient  measures  taken  to  protect 
them  fi-om  actual  and  threatened  violence.  The  District's  fiscal  year  1994 
supplemental  budget  request  includes  an  increase  of  149  full-time 
equivalent  staff  for  the  Corrections  Depjutment,  but  shows  a  decline  of 
184  in  the  fiscal  year  1995  budget,  primarily  resulting  from  measures  to 
privatize  various  functions,  such  as  food  services. 
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GAD   What  Are  the  Potential 
Extraordinary  Costs? 


Other  court  orders 

•  Child  welfare  system 
•Juvenile  rehabilitation 

•  Mental  health  treatment 
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What  Are  the 
Potential 

Extraordinary  Costs: 
Other  Court  Orders 


District  officials  also  identified  the  following  three  areas  that  will  require 
over  $500,000  to  comply  with  court-ordered  remedies.  Again,  the  costs  of 
fully  implementing  the  court-ordered  remedies  were  not  laiown. 

An  y^ril  1994  progress  report  by  the  court-appointed  monitor  stated  that 
the  District's  child  welfare  system  needs  to  be  reformed.  Included  among 
the  reform  requirements  are  hiring  additional  social  workers  and  adoption 
branch  staff  to  handle  cases  more  timely  and  installing  a  new  child  welfare 
information  system. 

A  December  1993  report  prepared  by  a  court-^pointed  compliance 
monitor  stated  that  the  District  must  provide  adequate  care  and  services  in 
the  juvenile  justice  S)'stem  and  a  suitable  environment  according  to  an 
individual's  needs  and  the  degree  of  their  offense.  For  example,  some 
juveniles  may  require  more  individual  care  and  attention  than  otlier 
offenders,  while,  in  other  cases,  more  violent  juveniles  should  be  isolated 
from  the  dormitory  facilities. 

The  primary  costs  of  these  provisions  are  associated  with  establishing 
facilities  to  alleviate  the  current  overcrowding  of  existing  facilities.  Fines 
for  exceeding  the  population  cap  or  for  not  placing  a  child  in  the  proper 
environment  in  a  timely  manner  are  estimated  by  District  officials  to  be 
over  $21  million  for  fiscal  year  1995.  These  fines  were  imposed  subsequent 
to  the  budget  submission.  District  officials  are  appealing  these  fines; 
however,  should  the  fines  require  payment.  District  officials  maintain  that 
the  Department  of  Human  Services  will  have  to  reduce  its  other  program 
costs. 

The  final  report,  dated  April  1 1 ,  1994,  by  the  special  master  for  the  court, 
reported  that  the  District  must  provide  a  more  comprehensive  continuum 
of  community  mental  health  treatment,  rehabilitation,  housing,  support, 
and  homeless  services.  These  agreed-upon  remedies  include  establishing 
residences  for  patients  as  they  transition  fi-om  treatment  facihties  into  the 
community  and  additional  staff  for  community  programs. 
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GAO    District  of  Columbia  Staffing 
Trends  (Fiscal  Years  90-94) 

•  Positions  not  comparable 
(FY  90-94) 

•  District  cannot  convert  all 
data  to  same  basis 

•  Used  average  no.  of  staff 
being  paid  to  show  trend 

•Total  staff  being  paid 
decreased  from  47,570  to 
45,490 


Page  «0  GA<VAlMIVGGD-94-17ZBIt  D.C.  Financial  Statoa 


359 


Appendix  I 

The  Otetrict  ot  CotonblA't 


District  of  Columbia 
Staffing  Trends 
(Fiscal  Years 
1990-1994) 


The  fiscal  year  1995  budget  provides  information  on  District  staffing  ftom 
fiscal  year  1990  to  1994.  However,  the  data  for  fiscal  years  1990  through 
1992  are  based  on  budgeted  positions,  while  the  data  for  fiscal  years  1993 
and  1994  are  based  on  fiill-time  equivalent  positions  (ftes).  In  addition. 
District  officials  noted  that  the  positions  in  the  fiscal  year  1990  to  1992 
budgets  were  not  fully  funded  in  those  budgets,  while  the  ftes  represent 
fully-funded  positions.  As  a  result,  all  of  the  data  are  not  comparable. 
District  officials  also  told  us  that  the  data  cannot  be  converted  into 
comparable  data. 

To  show  a  trend  with  comparable  personnel  data,  we  used  information 
from  the  District  of  Columbia  Office  of  Personnel  on  the  average  staff  paid 
for  fiscal  years  1990  through  1994.  The  average  staff  represents  the 
number  of  employees  who  were  paid  based  on  payroll  data  for  four  pay 
periods  during  each  fiscal  year  October  15,  January  15,  April  15,  and 
July  14.  For  fiscal  year  1994,  only  the  first  two  payroll  dates  were  used. 

Table  1.6  summarizes  these  data.  It  shows  that  the  average  number  of  staff 
being  paid  declined  4.4  percent,  from  47,570  in  fiscal  year  1990  to  45,490  in 
fiscal  year  1994. 
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Table  1.6:  District  StaWng  Trands, 
Fiscal  Years  1990  to  1994 


Fiscal  year 

1990 

1991 

1992 

1993 

1994 

Approprlsted* 

Continuous  lull  time 

28,102 

26.694 

26,792 

26,344 

26,875 

Continuous  part  time 

767 

606 

710 

581 

982 

Temporary  lull  time 

1.005 

1,024 

975 

746 

795 

Temporary  part  time 

152 

149 

119 

96 

48 

Total  appropriated 

30,025 

28,473 

28,595 

27,766 

28,699 

Nonappropriated^ 

District  intra  transfer" 

1.376 

1,412 

1.409 

1,429 

1,437 

Federal  grants 

13.250 

14,816 

13.191 

14,287 

12,328 

Other  revenues 

2,919 

3,131 

3,127 

3,208 

3,026 

Total  nonappropriated 

17,545 

19,359 

17,727 

18,924 

16,791 

Grand  Total 

47,570 

47,832 

46,322 

46,690 

45,490 

Note:  Table  does  not  include  employees  who  did  not  receiver  a  paycheck  while  employed  by  the 
District  c(  Columt«a.  For  example,  ari  employee  who  was  in  Leave  Without  Pay  status  )or  the 
entire  pay  period  would  not  be  included 

'Begirvxng  with  liscaJ  year  1990.  the  public  schools  reclassifted  several  thousand  employees  in 
its  payroli  data  (rom  appropriated  to  grant  funded  positions.  The  Office  o(  Personr>el.  however. 
contirHjes  to  classify  many  of  those  positions  as  appropriated  For  example,  ine  District's  fiscal 
year  1993  budget  reports  1 1 .967  appropnaled  FTEs  lor  the  public  schools  The  school  payroll 
data,  however,  show  that  lor  fiscal  year  1993.  even  counting  part-time  workers,  there  are  only 
1 ,603  appropriated  positions  Accordir>g  to  the  Director  of  the  OKice  of  Personnel,  the  school 
system  at  tfw  end  of  each  fiscal  year  makes  tt^  necessary  corrections  so  that  the  proper  funding 
IS  charged.  These  accounting  actions,  however,  result  in  the  number  ol  appropriated  staff  shown 
m  this  table  to  be  ur>derstated  ^^d  nonappropriated  to  be  overstated. 

**Dstrict  intra  transfer  represents  those  employees  whose  positions  are  funded  by  another 
agency  Tnose  tunds  can  be  either  appropriated  or  noruppropriated. 

Source:  DC. OWice of  PersofwwI. 


Figure  1. 10  shows  selected  agency  staff  changes  between  fiscal  years  1990 
and  1994. 
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Rgure  1.10:  Selected  Agency  Staff  Changes  Rom  Rscal  Vear  1990  Through  January  1994 


600      Incfvaae  (dicr— ■»)  In  numtaar  of  Mali 
900 


''  7////^/f/ 


Source:  Oistnct  of  Columbia  Office  of  Personnef . 
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GAO    District  Per  Pupil  Expenditures 


•  Largest  40  schools  by 
enrollment 

•D.C.  highest  cost  at  $7,383 
•Lowest  cost — Granite,  Utah 
at  $2,586 

•  Six  smaller  school  districts 
have  higher  costs 
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District  Per  Pupil 
Expenditures 


Data  from  the  1993  Digest  of  Education  Statistics  (which  we  did  not 
independently  verify)  containing  data  for  1990  and  1991,  the  latest 
avaulable  information,  show  that  of  the  nation's  40  largest  public  school 
districts,  the  District  of  Columbia  had  the  highest  per  pupil 
expenditure — $7,383.  These  data  are  compiled  by  the  U.S.  Department  of 
Education  and  are  to  include  nearly  all  costs  of  education.  Most  state 
education  expenditures  are  allocated  to  local  school  districts;  however, 
some  state  education  administrative  costs  are  not  included.  This  may 
slightly  understate  the  per  pupil  expenditures  of  all  school  districts  other 
than  the  District  of  Columbia  Table  1.7  shows  this  information. 


Table  1.7:  Enrollment  and  Per  Pupil 
Expenditures  for  the  40  Largest  Public 
School  Districts 


Name  ol  school  district 

Rank 

Expenditure 

per  pupil 

(1990-1991) 

Enrollment 
(Fall  1991) 

O.C.  public  schools 

1 

$7,383 

80.618 

New  York  City.  NY 

2 

7.380 

962.269 

Montgomery  County.  MD 

3 

6.778 

107.399 

Fairfax  County.  VA 

4 

6.604 

131.230 

Milwaukee.  Wl 

5 

6.603 

93.381 

Cleveland  City.  OH 

6 

6.593 

71.640 

Los  Angeles  Unified.  CA 

7 

5.832 

636.964 

Dade  County.  FL 

8 

5,788 

304.554 

Palm  Beach  County.  FL 

9 

5,763 

1 10.599 

Phlladeipnia  City,  PA 

10 

5.756 

195.735 

Baltimore  C'^unty.  MD 

11 

5.451 

89.964 

Broward  County.  FL 

12 

5.440 

170,032 

San  Diego  City  Unified.  CA 

13 

5.363 

123,591 

Prince  Georges  County.  MD 

14 

5.359 

111.652 

Dekalb  County.  GA 

15 

5,093 

76.587 

Orange  County.  FL 

16 

5.061 

106.619 

Hawaii  Department  of  Education 

17 

5.054 

174,747 

Hillsborough  County.  FL 

18 

5.002 

127.439 

City  of  Chicago  Schools,  IL 

19 

4.898 

409.731 

Pinellas  County.  FL 

20 

4,852 

96.333 

Detroit  City.  Ml 

21 

4,722 

169.320 

Charlotte-Mecklenburg  County.  NC 

22 

4,694 

77.746 

Baltimore  City.  MO 

23 

4,665 

1 10.325 

Long  Beach  Unified.  CA 

24 

4.641 

74.048 

Fresno  Unified.  CA 

25 

4.594 

74.693 

Duval  County.  FL 

26 

4.509 

115.940 

(continued) 
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Name  of  school  district 


Rank 


Expenditure 

per  pupil 

(1990-1991) 


Enrollment 
(Fall  1991) 


Jefferson  County,  CO 

27 

4,433 

79,244 

Albuquerque.  NM 

28 

4,356 

90,155 

Orleans  Parish  Schools,  LA 

30 

4,228 

83.847 

Clark  County,  NV 

31 

4,104 

129,233 

Dallas  ISO.  TX 

32 

4,083 

137.746 

Cobb  County,  GA 

33 

4.046 

71,942 

Virginia  Beach  City,  VA 

34 

4.003 

71.683 

Gwinnett  County,  GA 

35 

3,971 

68.674 

Fort  Worth  ISO,  TX 

36 

3.831 

71.224 

Nashville-Davidson  County,  TN 

37 

3,813 

69,103 

Houston  ISD.  TX 

38 

3,667 

196.689 

Memphis  City,  TN 

39 

3,400 

105.005 

Granite,  UT 

40 

2.586 

80.330 

Source:  1993  Digest  ol  Education  Statistics. 


Data  on  school  districts  of  greater  than  20,000  students  show  that  six 
school  districts  have  higher  per  pupil  expenditures  than  the  District  of 
Columbia  Table  1.8  shows  statistics  for  these  six  school  districts  and  the 
District  of  Columbia 


Talile  1.8:  Highest  Expenditure  Per 
Pupil  (or  School  Districts  With  More 
Than  20,000  Students 


Name  of  school  district 

Expenditure 
per  pupil 
(1990-91) 

Enrollment 
(Fall  1991) 

Rochester  City,  NY 

$8,866 

33.792 

Newark  City,  NJ 

8,400 

48.374 

Hartford  Public  Schools,  CT 

8,013 

25.716 

Pittsburgh,  PA 

7,931 

40.384 

Kansas  City,  MO 

7,838 

35.227 

Boston,  MA 

7.791 

60,992 

D.C.  pul>lic  schools 

7.383 

80,618 

Source:  1993  Digest  of  Education  Statistics. 

Table  1.9  shows  information  on  etiroUment  and  per  student  expenditures 
for  selected  school  districts  in  the  Washington  and  Baltimore  area  and 
Richmond,  Virginia 
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Table  1.9:  Enrollment  and  Student 
Costa  for  Selected  School  Districts 


Name  of  school  district 

Expenditure 
per  pup^l 
(1990-91) 

Enrollment 
(Fall  1991) 

Fairfax  County.  VA 

$6,604 

131,230 

Prince  Georges  County,  MD 

5,359 

111,652 

Baltimore  City,  MD 

4,665 

110,325 

Montgonnery  County,  MD 

6,778 

107,399 

Baltimore  County.  MD 

5,451 

89,964 

O.C.  pulillc  aehoola 

7,383 

80,613 

Prince  William  County,  VA 

5,248 

42,712 

Howard  County,  MD 

6,208 

31,599 

Richmond  City,  VA 

6,571 

27.611 

Source:  1993  Digest  of  Education  Statistics, 
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Change  in  the  Real  Property  Tax  Year 


District  of  Columbia 
Real  Property  Tax 
Payment  Timetable 


Prior  to  enactment  of  D.C.  Law  10-25  (Act  10-57),  the  District's  real 
property  tax  year  was  from  July  1  to  June  30.  Property  taxes  were  paid  in 
two  6-month  installments — one  on  September  15  for  the  period  from  July  1 
to  December  31,  and  the  other  on  March  31  for  the  period  from  January  1 
to  June  30.  Beginning  October  1,  1993,  D.C.  Law  10-25  changed  the  real 
property  tax  year  to  run  on  an  October  1  to  September  30  cycle.  The  law 
also  provided  for  the  tax  to  continue  to  be  paid  in  two  equal  installments, 
on  March  31  (covering  the  first  6-month  period  from  October  1  to 
March  31)  and  September  15  (covering  the  second  6-month  period  from 
April  1  to  September  30). 

Thus,  the  March  31, 1993,  property  tax  bill  covered  the  last  half  of 
tax  year  1993  (January  1  -  June  30  of  1993)  as  it  existed  under  the  old  law, 
while  the  March  31,  1994,  tax  bill  covered  the  first  half  of  tax  year  1994 
(October  1,  1993  -  March  31, 1994)  as  created  by  D.C.  Law  10-25.  These 
March  payments  had  the  effect  of  leaving  a  transitional  3-month  period 
(June  30  -September  30  of  1993)  uncovered  by  the  change  in  the  District's 
tax  year.  D.C.  Law  10-25  thus  provided  for  a  specific  payment  on 
September  15, 1993,  to  cover  the  transition  period,  but  calculated  the 
amount  of  the  September  payment  on  the  basis  of  a  6-month  period. 

The  change  in  the  real  property  tax  law  did  not  have  any  immediate  cash 
impact  on  the  District's  real  property  owners.  Property  owners  will 
continue  to  pay  taxes  on  September  15  and  March  31.  However,  for 
residential  customers,  the  effect  of  this  change  will  be  realized  at  the  time 
the  taxpayer  sells  the  owned  property,  because  taxes  that  previously 
would  have  been  considered  as  paid  in  advance  will  no  longer  be 
reimbursed  at  closing.  In  addition,  commercial  taxpayers  who  generally 
use  accrual  accounting  methods  were  required  to  immediately  write  off  3 
months  of  prepaid  taxes. 

District  government  officials  acknowledged  that  the  net  effect  of  the 
change  was  a  doubling  of  the  tax  rate  for  the  one  tax  payment  (from 
July  1st  to  September  30th)  because  the  taxpayer  paid  for  6  months  but 
received  only  3  months  credit  District  officials  initially  took  the  position 
that  taiqiayers  paid  the  District  no  additional  cash  and  thus  were  not 
currently  impacted  by  the  change.  The  following  example,  which  is 
illustrated  in  figure  II.  1,  demonstrates  the  difference  between  the  old  and 
new  procedures. 
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Rgufe  11.1:  Change  In  the  Real  Property  Tax  Yeaf 


Prior  to  Change 


15. 


Mafdi  91. 1994 


>J^_- 


July  1. 1993 


Subsequent  to  Change 


1S, 


X 


J4 


March  31, 1994 

•■<- 


^ 


July  1,1993 


S«pt«niber  30. 


0«c«mb«r  31, 
1991 


Saplantber  30. 
1994 


Note  Although  the  amount  ol  lax  and  payment  dates  refnain  ttw  same,  the  effect  of  the  change 
was  that  the  Septemtser  15,  1993.  tax  payment  was  applied  to  a  3  month  instead  ol  a  6  month 
penod 


On  September  15,  1993, ataxpayerpaid  areal  property  tax  of  $1,150. 
Under  the  previous  tax  law,  the  $1,150  payment  would  have  given  the 
taxpayer  credit  for  taxes  paid  from  July  1,  1993,  to  December  31,  1993. 
Under  the  new  tax  law,  the  $1,150  payment  only  provided  the  taxpayer 
with  credit  for  taxes  paid  for  the  period  July  1,  1993,  to  September  30, 
1993.  Thus,  the  taxpayer  lost  aa  asset,  a  prepaid  tax,  for  the  3  months  from 
October  1,  1993,  to  December  31,  1993.  On  March  31,  1994,  the  taxpayer 
again  paid  a  real  property  tax  bill  of  $  1 ,  150  and  received  credit  for  taxes 
paid  for  the  period  October  1,  1993,  to  March  31,  1994.  Thus,  while  the 
taxpayer  paid,  in  terms  of  cash,  nothing  in  additional  taxes,  the  March 
payment  only  paid  taxes  through  March  31,  while  under  the  previous  law 
the  March  payment  would  have  paid  taxes  through  June. 


Pa«e«9 


GA(VAIMIMG«I>-»4-lTtBK  D.C.  FInanelal  Statu* 


368 


Appeodun 

Ckaa«a  tai  tlw  Bcal  Prapcrtj  Tu  Tew 


Reasons  for  the 
Changes  in  the 
District  Real  Property 
Tax  Year 


District  officials  said  the  change  in  the  real  property  tax  year  was  made 
because  the  District,  in  fiscal  year  1993,  needed  additional  revenue  to 
balance  its  budget  By  changing  the  tax  year,  the  District  could  recognize 
$174  million  in  revenues.  As  a  result,  by  changing  the  tax  year  and 
recognizing  the  full  6  months  of  tax  revenue  in  fiscal  year  1993,  instead  of 
deferring  half  of  that  revenue  to  fiscal  year  1994  as  was  required  under  the 
old  tax  year,  the  District  was  able  to  balance  its  fiscal  year  1993  budget 
This  additional  revenue  was  used  to  offset  $174  million  of  spending  in 
excess  of  the  original  budget 


District  officials  further  agreed  that  while  this  change  improved  the 
financial  and  budget  statements  of  the  District,  it  did  not  pro\ide  the 
District  with  additional  cash  for  pa>-ing  bills.  The  net  effect  of  the  change 
was  additional  revenue,  but  not  additional  cash  flow. 
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Consolidated  Cash  Flow  Statements 


TsMe  IH.1:  Consolidaled  Cash  Row  Statwnant  -  fiscal  Year  199S 

Dollars  in  millions 

Receipta 

Octobar 

November 

December 

January 

Individual  incofrte  tax 

$38.9 

$43.8 

$55.3 

$79.4 

Real  property  tax 

5.0 

2.5 

4.0 

1.5 

Special  real  property  tax 

0.0 

0.0 

0.0 

0.0 

General  sales  and  use  tax 

41.0 

386 

36.6 

406 

Miscellaneous  taxes 

36.9 

33.7 

49.2 

45.9 

Federal  payment 

673.6 

0.0 

0.0 

0.0 

Miscellaneous  receipts 

72.8 

72.7 

72.7 

69.2 

Water  and  sewer 

9.6 

21.8 

8.4 

16.8 

Federal  grants 

63.3 

63.3 

63.3 

63.3 

Recovery  bonds/notes 

0.0 

0.0 

0.0 

0.0 

Receivable  management 

1.5 

1.5 

1.5 

1.5 

Total  Race!  pu 

942.6 

277.9 

291.0 

318.2 

Dlabursaments 

Payroll 

147.8 

165.8 

183.7 

173.6 

Miscellaneous  disbursements 

77.7 

78.7 

78.7 

78.7 

Public  assistance 

10.8 

10.8 

10.8 

10.8 

Medicaid 

48.4 

48.4 

48.4 

48.4 

Pension  contribution  and  benefits 

289.0 

25.0 

25.0 

99.2 

Transit  authonty  contribution 

293 

00 

0.0 

292 

Debt  service 

0.0 

0.0 

0.0 

0.0 

Recovery  bonds/notes 

16.9 

0.0 

0.0 

0.0 

Total  Dlsbursamanta 

619.9 

328.7 

346.6 

439.9 

Receipts  Less  Disbursements 

322.7 

(50.8) 

(55.6) 

(121.7) 

Beginning  Balance 

131.9 

454.6 

403.8 

3482 

Ending  Balance 

$454.6 

$403.8 

$340.2 

$226.5 
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Appendix  III 

ConaolkUled  Caah  Flow  Sutcnwnta 


February 

March 

April 

May 

JUM 

July 

August 

SaplMTilMr 

Total 

$47.3 

$35.9 

$75.8 

$69.9 

$62.5 

$48.0 

$48.4 

$78.1 

$683.3 

2.2 

81.2 

65.0 

10.0 

10.0 

10.0 

10.0 

137.7 

339.1 

0.0 

114.9 

66.1 

0.0 

0.0 

0.0 

0.0 

181.0 

362.0 

36.6 

37.4 

416 

43.6 

37.6 

38.5 

38.5 

37.5 

468.1 

35.9 

55.4 

47.0 

47.9 

57.2 

60.7 

52.0 

90.9 

612.7 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

673.6 

69.2 

69.2 

70.8 

70.9 

70.9 

65.0 

64.9 

63.8 

832.1 

20.7 

8.4 

15.7 

20.6 

8.9 

15.3 

21.9 

15.9 

184.0 

63.3 

63.3 

63.3 

63.3 

63.3 

63.3 

63.3 

63.2 

759.5 

125.0 

0.0 

0.0 

0.0 

125.0 

0.0 

0.0 

0.0 

250.0 

1.5 

1.6 

1.5 

15 

1.5 

1.5 

1.6 

1.5 

18.2 

401.7 

467J 

446.8 

327.7 

436.9 

302.3 

300.6 

669.6 

5,182.6 

205.0 

183.7 

147.8 

165.8 

183.7 

147.8 

184.7 

198.2 

2.087.6 

78.7 

77.7 

86.7 

86.6 

85.7 

85.3 

83.8 

85.5 

983.8 

10.8 

10.8 

10.8 

10.8 

10.8 

10.8 

10.8 

10.9 

129.7 

48.4 

48.5 

48.5 

48.5 

48.5 

48.6 

48.6 

48.6 

581.8 

25.0 

25.0 

99.8 

25.5 

25.5 

25.5 

25.5 

25.5 

715.5 

0.0 

0.0 

29.3 

0.0 

0.0 

29.3 

0.0 

0.0 

117.1 

0.0 

114.9 

66.1 

0.0 

0.0 

ao 

0.0 

181.0 

362.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

255.4 

272.3 

367.9 

460.8 

489.0 

337J 

354J 

347.3 

353.4 

805.1 

5^9.8 

33.8 

6.7 

(42.2) 

(9.5) 

82.7 

(45.0) 

(52.8) 

(135.5) 

(67.2) 

226.5 

260.3 

2670 

224.8 

215.3 

298.0 

253.0 

200.2 

131.9 

S260.3 

$267.0 

$224.8 

$21 SJ 

$298.0 

$253.0 

$200.2 

$64.7 

$64.7 

Source:  District  of  Columbia  cash  forecasts 
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Appeodlx  III 

CoiuolkUted  Caah  Flow  StAtcnenU 


Tabta  IM.2:  Contolldatad  Cash  Row  Statenwnt  -  Fiscal  Year  1994 

Dollars  in  millions 

Receipts 

October 

December 

January 

Individual  income  ta> 

$41.8 

$37.7 

$57.7 

$86.6 

Real  property  tax 

5.4 

6.8 

4  1 

7.1 

Special  real  property  tax 

0.0 

0.0 

0.0 

00 

General  sales  and  use  tax 

37.2 

35.5 

39.7 

382 

Miscellaneous  taxes 

28.4 

255 

50  7 

39.0 

Federal  payment 

47.9 

600.1 

00 

0.0 

Miscellaneous  receipts 

117.9 

56.9 

67.5 

56.1 

Water  and  sewer  payment 

12.1 

19.0 

9.5 

176 

Federal  grants 

60.0 

11.3 

120.1 

82.8 

Short  term  notes 

0.0 

0.0 

0.0 

0.0 

Receivable  management 

0.4 

04 

0.4 

4.6 

Total  Recelpta 

351.1 

793.2 

349.7 

332.0 

Disbursements 

Payroll 

188.4 

165.0 

159.9 

159.8 

Miscellaneous  disbursements 

92.0 

153.3 

168.0 

54.0 

Public  assistance 

10.6 

11.1 

10.5 

11.4 

Medicaid 

62.1 

496 

64.8 

53.2 

Pension  contnbution  and  benefits 

24.0 

173  5 

24.4 

243 

Transit  auttionty  contnbution 

2.4 

53.8 

0.0 

33.0 

Debt  service  -  bond  payments 

0.0 

00 

0.0 

0.0 

Payment  of  notes 

17.4 

0.0 

0.0 

0.0 

Total  Olsbursemants 

396.9 

606.3 

427.6 

345.7 

Receipts  Less  Disbursements 

(45.8) 

186.9 

(77.9) 

(13.7) 

Beginning  Balance 

68.3 

22.5 

2094 

131.5 

Ending  Balance 

$22.5 

$209.4 

$131.5 

$117.8 
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Appendix  III 

ConaoUdated  Cash  Flow  Statcmenta 


February 

March 

April 

May 

Jun« 

July 

August 

Septembw 

Total 

S35.3 

$35.8 

$74.9 

$62.8 

$60.7 

$44.5 

$44.4 

$58.7 

$640.9 

0.4 

153.0 

13.4 

7.5 

4.5 

34 

15.0 

149.3 

369.9 

0.0 

45.0 

127.2 

0.0 

0.0 

0.0 

0.0 

180.7 

352.9 

244 

43.5 

38.2 

39.6 

39.6 

42.6 

42.7 

42,7 

463.9 

29.0 

59.3 

52.2 

45.4 

54.3 

81.1 

92.4 

69.7 

627.0 

0.0 

0.0 

00 

0.0 

0.0 

00 

00 

0.0 

648.0 

56.5 

73.8 

62.5 

62.5 

62.5 

62.5 

64.5 

63.6 

806.8 

27.6 

10.2 

19.1 

18.7 

12.3 

15.2 

19.1 

8.4 

188.8 

570 

688 

64.0 

64.0 

64.0 

60.1 

58.9 

48.6 

759.8 

0.0 

0.0 

OO 

200.0 

0.0 

0.0 

0.0 

0.0 

200.0 

1  4 

0.8 

78 

2.3 

2.4 

7.2 

2.4 

2.4 

32.5 

231.6 

490.2 

4S9.3 

502.8 

300.3 

316.6 

339.4 

624.3 

5,090.5 

151.9 

177.9 

189.2 

153.0 

153.0 

153.0 

169.4 

181.4 

2.001.9 

105.9 

87.3 

75  1 

78.4 

78.4 

78.4 

66.8 

71.6 

1.119.2 

10.7 

11.0 

10.2 

10.1 

10.2 

10.1 

10.2 

10.2 

126.3 

50.1 

52.6 

43.0 

40.8 

40.8 

40.8 

40.8 

40.8 

579.4 

244 

24.6 

24.6 

64.7 

247 

24.7 

24.7 

24.7 

483.3 

0.0 

0.0 

31.5 

0.0 

0.0 

22.9 

0.0 

0.0 

143.6 

0.0 

45.0 

127.2 

0.0 

0.0 

0.0 

0.0 

180.7 

352.9 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

202.9 

220.3 

343.0 

398.4 

soo.s 

347.0 

307.1 

329.9 

311.9 

712.3 

5,026.9 

(111.4) 

91.8 

(41.5) 

155.8 

(6.8) 

(13.3) 

27.5 

(88.0) 

63.6 

1178 

6.4 

98.2 

56.7 

212.5 

205.7 

192.4 

219.9 

68.3 

S6.4 

$98.2 

$56.7 

$212.5 

$205.7 

$192.4 

$219.9 

$131.9 

$131.9 

Note  October  Ihrough  March  are  actual  amounis.  Apiil  Ihrougn  SeptemDer  are  estimated 
amounts 

Source:  DislricI  ol  Columbia  cash  forecasts 
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Appendix  III 

Consolidated  Cuh  Flow  Sutemenu 


Tabto  III.3:  Consotidated  Cash  Row  Statement  -  Rscal  Year  1993 

Dollars  rn  millions 

Receipts 

October 

Novo  inbor 

December 

January 

Individual  income  tax 

$39.6 

$43.5 

$55-1 

$72.0 

Real  property  tax 

5.0 

2.9 

5.7 

5.6 

Special  real  property  tax 

0.0 

0.0 

0.0 

0.0 

General  sales  and  use  tax 

37.1 

34.4 

33.8 

35.3 

Miscellaneous  taxes 

12.8 

26.1 

52.8 

30.2 

Federal  payment 

645.9 

0.0 

0.0 

0.0 

Miscellaneous  receipts 

67.1 

69.7 

67.3 

874 

Water  and  sewer  payment 

11.1 

25.6 

10.4 

12.5 

Federal  grants 

27.5 

38.5 

58.5 

63.6 

Recovery  bonds/notes 

0.0 

0.0 

00 

0.0 

Total  Receipts 

846.1 

240.7 

283.6 

286.6 

Disbursements 

Payroll 

181.8 

143.7 

1444 

143.4 

Miscellaneous  disbursements 

97.6 

109.1 

101.4 

87.3 

Public  assistance 

9.7 

9.9 

102 

10.4 

Medicaid 

46.3 

42.7 

50.0 

50.0 

Pension  contribution  and  benefits 

95.8 

227 

22.7 

94.1 

Transit  authority  contribution 

444 

0.0 

0.0 

0.0 

Debt  service 

43.2 

0.0 

0.0 

0.0 

Recovery  bonds/notes 

00 

0.0 

00 

0.0 

Total  Disbursements 

518.8 

328.1 

328.7 

385.2 

Receipts  Less  Disbursements 

3273 

(87.4) 

(45.1) 

(98.6) 

Beginning  Balance 

159.6 

486.9 

399.5 

354.4 

Ending  Balance 

S486.9 

$399.5 

$354.4 

$255.8 
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Appendix  III 

CoQSoUdated  Cuh  Flow  Statements 


February 

March 

April 

May 

Juna 

July 

August 

September 

Total 

$42.8 

$34.7 

$70.0 

$58.8 

$57.7 

$39.4 

$44.9 

$64.9 

$  623.4 

2.7 

160.3 

55.2 

8.2 

5.1 

1.6 

11.4 

169.3 

433.0 

0.0 

72.2 

55.2 

0.0 

0.0 

00 

0.0 

167.0 

294.4 

29.7 

35.4 

38.1 

37.2 

37.5 

39.6 

36.3 

34.8 

429.2 

28.0 

50.6 

61.7 

45.2 

59.9 

58.5 

82.9 

68.9 

577.6 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

645.9 

65.2 

74.1 

51.8 

68.9 

79.7 

191.0 

52.8 

52.0 

907.0 

25.4 

13.2 

13.2 

19.0 

17.2 

18.8 

202 

13.5 

200.1 

63.6 

59.6 

59.2 

74.7 

66.7 

62.0 

69.3 

62.1 

705.3 

0.0 

0.0 

0.0 

0.0 

0.0 

OO 

0.0 

0.0 

0-0 

2S7.4 

500.1 

404.4 

312.0 

323.8 

410.9 

317.8 

632.5 

4,815.9 

146.6 

168.0 

192.9 

132.1 

144,5 

152.2 

1606 

135.9 

1.846.1 

85.3 

104.3 

116.5 

115.0 

67.2 

80.2 

97.2 

285.3 

1.346.4 

10.4 

10.5 

10.7 

10.7 

10.7 

10.9 

10.9 

11.1 

126.1 

46.0 

46.0 

51.9 

40.4 

56.1 

53.4 

54.3 

52.3 

589.4 

22.7 

22.7 

95.8 

22.9 

22.9 

23.0 

23.9 

24.1 

493.3 

49.3 

0.0 

26.6 

0.0 

0.0 

7.4 

0.0 

0.0 

127.7 

0.0 

74.0 

94.0 

0.0 

0.0 

0.0 

0.0 

167.0 

378.2 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0,0 

3603 

425.5 

588.4 

321.1 

301.4 

327.1 

346.9 

675.7 

4,907.2 

(102.9) 

74.6 

(184.0) 

(9.1) 

22.4 

83.8 

(29.1) 

(43.2) 

(91.3) 

255.8 

152.9 

227.5 

43.5 

34.4 

56.8 

140.6 

111.5 

159.6 

$152.9 

$227.5 

$43.5 

$34.4 

$56.6 

$140.6 

$111.5 

$68.3 

$68.3 

Source:  District  ot  Columbia  cash  forecasts 
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Appendix  IV 


Information  on  the  District  of  Columbia's 
Cash  Status 


Table  IV.1:  Data  Points  for  Rgure  1.1, 
Comparison  of  Forecasted  Cash 
Balance  to  Actual  Cash  Balance 


Dollars  in  millions 

Month 

Actual  cash 
balance 

Forecasted 

cash  balance 

(Nov.  1993  est.) 

November  1993 

S209 

$320 

December  1993 

132 

266 

January  1994 

118 

159 

February  1994 

6 

96 

March  1994 

98 

124 

April  1994 

53 

57 

Source  District  ot  Columbia  cash  forecasts 
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Appendix  V 


Excerpts  From  CBO  Analysis  of  the  District 
of  Columbia's  Expenditures 


Table  V.I:  Program  Level  Expenditures  History 

and  Projections  -  Fiscal  Years  1988-1994 

Actual  FY 
1988* 

Actual  FY 
1989 

Actual  FY 
1990 

Actual  FY 
1991 

Actual  FY 
1992 

Actual  FY 
1993 

Revised  FY 
1994 

Program 

Fixed  Costs: 

Debt  service 

$219,851 

$  226.608 

$  240.790 

$256,676 

$  326.334 

$  347,977 

$  329.752 

Percent  increase/decrease 

3.07 

6.26 

660 

27.10 

6.63 

-5.24 

Retirement  -  police. 

fire,  judges,  and  teachers 

179.554 

193.300 

221 .600 

224.315 

253.220 

291.300 

306.200 

Percent  increase/decrease 

7.66 

14.64 

1.23 

12.89 

15.04 

5.12 

Subsidies: 

DC.  Gen.  Hospital  subsidy 

41.930 

44.430 

49.993 

59.510 

69.010 

58,768 

46.735 

Percent  increase/decrease 

5.96 

12.52 

19.04 

15.96 

-1484 

-20.48 

WMATA  subsidy 

101.882 

105.876 

110.406 

122,440 

98.973 

126.893 

115,732 

Entitlements: 

Medicaid  payment 

153.250 

158.973 

171.226 

205.096 

249.713 

286.181 

281 ,377 

Percent  increase/decrease 

3.73 

7.71 

19.78 

21.75 

14.60 

-1.68 

AFDC 

35.781 

38.058 

39.955 

48.926 

53.688 

59,001 

58,659 

GPI/SSI 

16.849 

16.846 

18.147 

17.967 

12,342 

12.209 

13,271 

Unemployment 
compensation 

3.693 

4.892 

4.507 

4.859 

7.068 

8.359 

8,098 

Disability  compensation 

18.237 

18.573 

19.539 

22.639 

24.177 

26.623 

25,562 

Foster  care 

41.085 

37.016 

46.781 

20.997 

27.599 

33.623 

35,860 

Mental  heallti 

92.655 

75.953 

79.750 

83.738 

140.622 

132.299 

122,446 

Public  Schools: 

432.752 

456.161 

497.130 

517,628 

519.599 

515.258 

534,925 

Percent  increase/decrease 

5.41 

8.98 

4.12 

0.38 

-0.84 

3.89 

(continued) 
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Appendix  V 

Excerpts  From  CBO  Anai)rals  of  the  District 

of  Columbia's  Expenditures 


Actual  FY 
1988* 

Actual  FY 
1989 

Actual  FY 
1990 

Actual  FY 
1991 

Actual  FY 
1992 

Actual  FY 
1993 

Revised  FY 
1994 

Public  Safety: 

Courts" 

73,385 

77,027 

87.546 

91,367 

92,926 

103,91 

5  112.064 

Police" 

197.686 

212,428 

249.794 

238,231 

240.330 

241,211 

244.196 

original  proiection 

241,211 

227.196 

personal  services 

214,325 

197.382 

pay  increase  distribution 

17.000 

percent  change  in  total 
spending 

75 

17.6 

^.6 

0.9 

0.4 

1.2 

Fire" 

84,097 

89,861 

98,360 

100,238 

96,102 

95,181 

84.049 

original  proiection 

95,181 

76.049 

personal  services 

85,697 

68,792 

pay  increase  distribution 

8,000 

Corrections" 

193,783 

215.319 

252.768 

245,974 

246,860 

247,489 

248,501 

original  projection 

237,901 

personal  services 

168.616 

167.379 

pay  Increase  distribution 

10.600 

percent  change  in  total 
spending 

111 

17.4 

-27 

0.4 

03 

0.4 

All  other  programs 

807.433 

842.024 

845.435 

852.141 

826,110 

829,060 

804,621 

percent 
increase/decrease 

43 

0.4 

0.8 

-3.1 

0.4 

-29 

Total  Budget 

$2,707,899 

$2,871,889 

$3,091,566 

$3,184,194 

$3,298,664 

$3,433,995 

$3,382,048 

Percent  increase/decrease 

6.1 

7.6 

3.0 

3.6 

4.1 

-1.5 

"Amounts  are  in  thousands  ot  dollars,  percentages  show  the  percent  change  from  the  previous 
year, 

"The  multi-year  proiections  for  Courts,  Police,  Fire,  and  Corrections  exclude  pay  ad|ustmenis  The 
pay  adiustments  for  those  agencies  is  captured  under  "All  Other  Programs  '  CBO  has  distributed 
these  pay  increases  for  fiscal  year  1995  and  beyond  based  on  District  managements  proposal 
for  fiscal  year  1994  of  a  6  percent  salary  adjustment  for  police  officers  and  firefighters  and 
5  percent  tor  all  others  including  non-union  employees  The  overall  personal  service  expenditure 
IS  protected  to  increase  by  an  average  annual  rate  of  4  5  percent  from  fiscal  year  1995  through 
fiscal  year  1999 

Source  Excerpts  from  CBO  analysis  of  Dislnct  budget  office  data, 
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Appendix  V 

ExcerpU  Prom  CBO  Analysis  of  the  District 

of  Colombia's  Expenditures 


Table  V.2:  Program  Level  Expenditures  Proiectlona  •  Fiscal  Years  1995-2000 

Proposed 
FY  1995- 

Protected 
FY  1996 

Projected 
FY  1997 

Projected 
FY  1998 

Projected 
FY  1999 

Projected 
FY  2000 

Proffram 

Fixed  Costs: 

Debt  service 

$345,447 

$366,900 

$  385.500 

$404,200 

$  422.600 

$434,100 

Percent  increase/decrease 

4.76 

6.21 

5.07 

4.85 

4.55 

2.72 

Retirement  -  police,  fire,  judges  and 
teachers 

297.100 

325.800 

349.700 

374.400 

400.900 

428.800 

Percent  increase/decrease 

-2.97 

9.66 

734 

7.06 

7.07 

6.96 

Subsidies: 

DC.  Gen.  Hospital  subsidy 

46.735 

50.006 

53.506 

57.251 

61.259 

65,548 

Percent  increase/decrease 

0 

7.00 

7.00 

7.00 

7.00 

7,00 

WMATA  subsidy 

117.051 

122.904 

129.049 

130.339 

136.856 

143.699 

Entitlements: 

Medicaid  payment 

283.498 

308.037 

329.599 

352.672 

377.359 

403,774 

Percent  increase/decrease 

0.08 

8.66 

7.00 

7.00 

7.00 

7.00 

AFDC 

60.659 

63.692 

66.877 

67.545 

70.923 

73,761 

GPI/SSI 

13.271 

13.935 

14.631 

14,778 

15.516 

16,136 

Unemployment  compensation 

7.944 

9.000 

7.000 

6.000 

5.500 

5,000 

Disability  compensation 

20,800 

21.840 

22.932 

23.161 

24.319 

25,462 

Foster  care 

36.120 

37.926 

39.822 

40.221 

42.232 

44,174 

Mental  health 

1 16.339 

122.156 

128.264 

129.546 

136.024 

142,477 

Public  Schools: 

542.682 

571.444 

601.731 

633.408 

667.201 

702,797 

Percent  increase/decrease 

1.45 

5.30 

5.30 

526 

5.34 

5.34 

(continued) 
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ExcerpU  From  CBO  Analysla  of  the  District 

of  Columbia 's  Expenditurea 


Proposed 
FY  1995' 

Projected 
FY  1996 

Prolected 
FY  1997 

Protected 
FY  1998 

Projected 
FY  1999 

Projected 
FY  2000 

Public  Safety: 

Courts" 

115.919 

118.237 

120,602 

123.014 

126.705 

130.506 

Police" 

254.617 

268,195 

282,819 

297.995 

313.832 

330.267 

original  pro|ection 

226.898 

230.346 

234,385 

238.499 

242.777 

247.132 

personal  services 

225.101 

235,231 

245,816 

256.878 

268.437 

280.517 

pay  increase  distribution 

27.719 

37.849 

48,434 

59.496 

71.055 

83.135 

percent  change  in  total  spending 

4.3 

5,3 

5.5 

5.4 

5.3 

5.2 

Fire" 

84.856 

93.498 

99,390 

107.200 

116.594 

127.949 

original  projection 

73.016 

77,497 

78,321 

79.886 

81.525 

83.198 

personal  services 

80.632 

96.632 

117,702 

145.016 

180.085 

224.836 

pay  increase  distribution 

11,840 

16.001 

21.069 

27.314 

35.069 

44.751 

Corrections" 

233.562 

256.490 

272.136 

290.737 

300.333 

315.259 

original  projection 

214.063 

228.582 

235.439 

244.857 

244.857 

249.754 

personal  services 

186.878 

195,287 

204.075 

213.259 

222.855 

232.884 

pay  increase  distribution 

19.499 

27,908 

36.696 

45.880 

55.476 

65,505 

percent  change  in  total  spending 

-6.0 

9.8 

6.1 

68 

3.3 

5.0 

All  other  programs 

820.936 

863,396 

895.280 

958.024 

1.000.262 

1,050,748 

percent  increase/decrease 

2.0 

5.2 

37 

7.0 

4.4 

5.0 

Total  Budget 

$3,408,536 

$3,625,005 

$3,810,965 

$4,022,740 

$4,231,276 

$4,453,961 

Percent  Increase/decrease 

0.8 

6.4 

5.1 

5.6 

5.2 

5.3 

■Amounts  are  in  thousands  ol  dollars,  percentages  show  the  percent  change  from  the  previous 
year 

''The  multi-year  projections  tor  Courts.  Police.  Rre,  and  Corrections  exclude  pay  adjustments  The 
pay  adjustments  for  those  agencies  is  captured  under  °AII  Other  Programs  '  CBO  has  distributed 
these  pay  increases  tor  fiscal  year  1995  and  beyond  based  on  District  management's  proposal 
tor  fiscal  year  1994  ot  a  6  percent  salary  adjustment  tor  police  officers  and  firetighlers  and 
5  percent  for  all  others  including  non-union  employees  The  overall  personal  service  experxjiture 
IS  projected  to  increase  by  an  average  annual  rate  of  4  5  percent  from  fiscal  year  1995  through 
fiscal  year  1999 

Source  Excerpts  from  CBO  analysis  of  District  budget  office  data. 
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Comments  From  the  District  of  Columbia 


Chiel  Financial  Ot^c«r 


GOVERNMENT  OF  THE  DISTRICT  OF  COLUMBIA 
EXECUTIVE  OFFICE 


June  13.  1994 


Ml  «lhST.  N  W 
11th  FlOOf 
Washington   DC 


John  W.  Hill 
Director.  Audit  Support 

and  Analysis  Group 
Accounting  and  Information  Marugemcnt  Division 
United  States  General  Accounting  Office 
Washington.  D.C.   20548 

Dear  Mr.  Hill: 

Thank  you  for  the  opportunity  to  comment  on  the  GAO  draft  report,  enuUed  FINANCIAL 
STATUS:  District  of  Columbia  Finances.  We  have  welcomed  your  review.  Mayor  Kelly  has 
asked  that  I  respond. 

As  you  acknowtedge,  the  District  is  a  "unique  entity,  being  the  only  govemmentai  unit  with 
responsibilities  for  state  and  county,  as  well  as  city  functions".  Despite  this  unpanlleled 
configuration,  the  District's  financial  practices,  accounting  principles  and  budgetary  disapUne 
are  characteristic  of  other  states.  Our  fiscal  and  budgetary  challenges  during  the  recession 
mirror  the  majonty  of  the  nation.  And  yet.  for  the  twelfth  consecuuve  year,  the  Government 
Finance  Officers  Association  of  the  United  States  and  Canada  has  awarded  the  District  of 
Columbia  its  "Certificate  of  Achievement  for  Excellence  m  Financial  Reporting".  Only  24  states 
have  earned  this  award,  and  only  two  have  received  it  for  more  than  twelve  straight  years. 
Additionally,  since  1981,  the  District's  audit  has  been  performed  by  three  of  the  'Big  Six" 
accounting  firms;  all  of  which  have  issued  unqualified  opinions  affirming  that  the  District's 
statements  ^rly  present  its  financial  picture. 

Lite  the  District,  many  slates  and  municipalities  face  mounting  expenditure  demands  which  far 
out  pace  dwindling  resources,  forcing  manyjurisdictions  to  deplete  rainy  day  funds  and  reserves, 
an  oppoftunity  the  Distnci  did  not  possess.  A  devasuting  recession,  complicated  by  the 
difficulty  of  estimating  revenue  at  such  a  time  and  accompamed  by  rising  health  care  costs,  has 
taken  its  toll  on  our  nation.  The  recession  translated  into  fewer  jobs  and  less  developmeni  which 
resulted  in  less  revenue,  Further  exacerbating  the  lack  of  resources  is  the  difficulty  of  revenue 
forecasnng,  already  a  formidable  undertaking  because  of  the  excessive  time  which  elapses  in  the 
District  from  the  first  estimate  to  the  final  revision.  To  address  these  fiscal  problems,  the 
concept  of  reinventing  government  has  moved  inUD  the  mainstream,  with  management  action  not 
history  determining  spending.  Change  hasbecomeihe  way  of  controlling  cosu  and  the  District 
has  been   front  and  center   in  this  movement  to  contain  expenditures. 


Pa«e83 


GAO/A1MD/GGD-94-172BR  D.C.  Financial  Status 


381 


Appendix  VI 

Commenu  From  the  District  of  Columbia 


CASH  MANAGEMENT 

With  the  recww  settlement  of  the  pension  cash  payment  schedule,  the  District  has  made 
substantial  progress  m  settling  the  mattera  affecting  cash  in  FY  94  and  FY  95.  The  Dislria  has 
made  a  commitment  to  quarteriy  pension  payments  at  the  begiiming  of  each  quarter.  A  plan  to 
identify  the  actions  and  options  to  produce  the  necessary  cash,  twelve  months  henoe,  is 
underway.  A  U.S.  Treasury  borrowing  is  not  being  considered.  Rather,  continued  aggressive 
coUection  of  tax  and  federal  recetvablss,  as  well  as  sak  of  surplus  properties  are  the  pnnapal 
sources  of  addibonal  cash  m  FY  95. 

FEDERAL  GRANTS  RECEIVABLES 

Over  the  last  ten  months  the  District  has  established  and  implemented  a  receivables  management 
program.  The  program  has  resulted  in  increased  collections  in  the  Department  of  Public  Works. 
Water  and  Sewer  Authonly,  Ihe  Department  of  Human  Services  and  the  Department  of  Fmance 
and  Revenue.  The  District  will  continue  its  implenocntation  of  the  program  with  further  success 
in  Fiscal  Year  1995.  In  the  month  of  May  1994  akme,  the  Department  of  Human  Services 
collected  S5.2  million  against  a  1993  emergency  assistance  receivable  and  S4.3  million  against 
a  1991  emergency  assistance  receivable,  for  a  total  of  $9.5  million.  Further,  on  May  16.  1994. 
the  District  was  notified  that  it  will  be  paid  SI  4  million  for  a  FY  1992  IV-D.  Child  Support 
Enforcement,  outstanding  receivable.  The  District's  deiennined  efforts  to  collect  old  receivabLes 
are  successful  and  at  least  S16  mUlion  is  in  hand. 

REVENUE  FORECASTING 

Given  the  long  bme  frames  involved  and  the  very  volatile  experiences  of  other  jurisdictions,  the 
District's  revenue  projections  have  been  in  line.  Lite  other  states  acnns  the  country,  the 
District  uses  the  national  forecasting  firm.  Wharton  Econo-metrics  Forecasbng  Associates 
(WEFA),  to  assist  in  the  projections  of  the  local  economy.  There  were  several  forecasts  during 
this  period  that  recovery  was  imminent;  however,  in  faa  the  recovery  was  delayed.  The  local 
economy  has  been  struggling  to  recover  and  is  not  rebounding  with  the  same  vigor  as  the 
national  economy.  Thus,  the  District  faced  reality  and  revised  its  estimates  after  the  fiscal  year 
began. 

The  District  now  requires  quarterly  reviews  of  spending  and  revenue  forecasts,  pursuant  to  the 
John  Wilson  legislation,  the  Financial  Accountability  and  Management  Act  of  1993.  More 
frequent  forecasts  and  budget  revisions  are  the  most  used  methods  in  state  and  local  governments 
to  assure  accuracy  in  forecasting  and  balanced  budgets. 

BUDGET  PLANNING  AND  STRATEGIES 

The  District  has  balanced  its  budgets  during  a  period  involving  a  lengthy  recession.  Your  report 
recognizes  this.  Budgets  dunng  this  period  reflect  efforts  to  manage  the  impacts  on  the 
community  resulting  from  increases  in  unemployment,  the  fluctuation  in  District  generated 
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revenues,  increases  in  crime  and  drug  use,  incitases  in  unsp(»isored  health  care,  homelessncss. 
the  continuing  exodus  of  working  families  and  other  related  facton.  States  and  municipalities 
over  the  country  have  been  challenged  dunng  the  past  four  yean  to  produce  balanced  budgets. 
According  to  the  National  Association  of  State  Budget  Officers'  (NASBO)  1993  State 
Expenditure  Repoit,  generally,  the  two-fold  problem  faced  by  states,  of  sluggish  revenue  growth 
and  expenditure  overruns,  is  subsiding  and  stales  are  moving  bade  toward  more  stabilized 
operations. 

The  6.5%  increase  in  Slate  spending  in  FY  93  follows  a  10.1%  increase  between  1991  and  1992. 
The  share  of  total  state  spending  financed  by  federal  funds  increased  from  24%  in  FY  91  to  27% 
in  FY  93.  Medicaid's  share  of  state  spending  has  grown  from  just  over  10%  of  states  spending 
in  1987  to  18.4%  in  1993.  The  District  has  ccmtained  actual  increases  (rem  FY  91  to  FY  93 
to  7.4%.  For  the  District  as  well  as  the  nation,  total  Corrections  spending  increased  7%  from 
1992  to  1993. 

States  are  limiting  their  general  fund  budget  spending  to  S.  1  %  in  FY  94  and  plan  to  limit  budget 
growth  to  3.1  %  for  FY  95  These  increases  are  lightly  above  the  rate  of  inflatioa  over  the  two 
years.  The  District  has  experienced  similar  growth  in  entitlements  as  staled  above,  but  has 
managed  to  suppress  overall  expenditure  growth  to  2  to  3%.  In  1992,  35  states  were  forced  to 
reduce  their  enacted  budget  and  22  states  in  1993. 

CONTROLLING  SPENDING 

Your  report  stales  that  the  District's  budgets  have  been  balanced.  The  NASBO  report  explains 
that  Stales  are  restrxicturing  major  state  functions,  including  social  services,  corrections,  and 
environmental  programs,  m  order  to  improve  the  management  and  efTiciency  of  slate  government 
and  to  control  spending.  Other  restructuring  focuses  on  changes  in  service  delivery,  such  as 
contracting  with  the  private  sector  to  provide  government  services. 

In  the  District  as  an  example  of  major  restructuring,  the  Medicaid  program  has  been  changed 
to  a  managed  care  program  for  AFDC  rectpients,  to  future  resource-based  payment  methods  for 
acute,  inpatient  care,  to  lower  payments  for  non-enwrgency  care  provided  to  recipients  in 
hospital  emergency  rooms,  to  requiring  more  out-patient  surgery,  to  requiring  pre-authorizations 
for  prescription  drugs,  to  contracting  for  hospital  beds.  These  and  other  speafic  actions  hold 
the  costs  in  Medicaid.  In  the  area  of  homelessness  services,  unlike  other  major  urban  centen, 
and  unlike  the  District  until  a  few  years  ago,  there  are  no  welfare  hotels  on  Rhode  Island 
Avenue  or  New  York  Avenue.  The  costs  of  homeless  services  which  had  been  in  excess  of  S28 
million  a  year  are  now  less  than  S17  million  annually. 

These  large  actions  to  modify  spending  are  matched  with  government  wide  severe  spending 
controls  on  hiring  and  non-personal  services  spending;  implementation  of  Rivlin  Commission 
and  management  audit  recommendations  on  contracting,  relocation  to  District  owned  space,  and 

overtime  utilization. 
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D.C.  GENERAL  HOSPITAL 

In  June,  1994  a  5-yeir  plan  lo  achieve  solvency  of  the  I>i5tnct*s  financially  troubled  public 
hospital  wu  filed  with  the  Council.  Through  a  17-potnt  management  plan  for  controlling  costs, 
and  incnasng  billings,  and  no  incteue  in  Ae  subsidy  from  the  District  Government,  the 
hospital's  books  will  be  brought  into  balance. 

The  EMscria  has  undertaken  a  10-year  commitment  to  build  reserves  that  will  help  offset  the 
accumulated  defiats  al  the  hospital.   Amounts  are  set  aside  in  the  FY  94  and  FY  95  budgets. 

Findings  in  the  Disinct  of  Columlna  General  Hospital  Operationai  and  nnandal  ViabiUcy  Plan 
showed  thai  up  to  18*  of  services  are  delivered  to  noo-enxTgcncy,  non-D.C.  cituens  as  well 
as  staffing  and  spending  above  the  hospitals  accreditation  requirements.  To  consider  cuts  in 
other  services  or  increases  in  taxes  paid  by  the  dtizens  in  order  to  support  additional 
appropriation  for  D.C.  General  Hospital,  would  be  to  paste  over  these  problems  and  offer  no 
aooountability. 

PENSION 

Your  report  recognizes  that  the  pension  liability  is  a  huge  unfunded  mandate,  further  darkening 
(he  District's  financial  future.  Legislation  is  before  the  Congress  which  will  address  this 
problem. 

i;?4R£SOLVED  LONG-TERM  FINANCIAL  ISSUES 

Most  of  the  Dtstrict'i  comment  to  your  report  has  focused  on  the  many  management  actions 
being  taken  to  address  the  short  term  issues  and  that  is  where  the  District  is  putting  its  energy. 
However,  one  cannot  ignore  that  the  District  is  burderwd  with  federmlly  imposed  taxing 
restrKtions  resulting  in  68%  of  the  iiKX>me  earned  within  the  Distnct  excluded  from  its  tax  base 
and  more  Aan  half  of  its  land  tax-exempt.  The  District  contributes  more  than  2  times  its  federal 
payment  to  the  federal  treasury.  These  scrrictural  restraints  and  the  resultant  daunting  fiiture 
forecasts,  which  your  report  represenu  as  conservative,  must  be  the  focus  of  a  new  relationshtp 
between  the  Federal  Govemmem  and  the  DistncL 

Youn  tnily, 

Bloi  M.  O'Connor 
Chief  Finaocul  OfTicer 
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Accounting  and 
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Management  Division, 
Washington,  D.C. 


Lisa  G.  Jacobson,  Acting  Associate  Director 
William  Anderson,  Audit  Manager 
Lorraine  A.  Avery,  Administrative  Assistant 
Suzanne  M.  Bums,  Seruor  Evaluator 
Terry  L.  Camalian,  Assistant  Director 
Charles  W,  Culkin,  Assistant  Director 
Judith  B.  Czarsty,  Audit  Manager 
Michael  J.  Fischetti,  Assistant  Director 
John  C.  Fretwell,  Assistant  Director 
Shane  D.  Hartzler,  Reports  Analyst 
Lee  H.  Ho,  Senior  B>aluator 
Rosemary  M.  Jellish,  Assistant  Director 
Janet  M.  Krell,  Assistant  Director 
Lisa  Manning,  Auditor 
Don  R.  Neff,  Audit  Manager 
John  D.  Sawyer,  Evaluator 
Debra  B.  Sebastian,  Audit  Manager 
Edward  H.  Stephenson,  Assistant  Director 
Laura  B.  Triggs,  Audit  Manager 


General  Government 
Division 


J.  William  Gadsby,  Director,  Govermnent  Business  Operations 
Thomas  E.  Johnson,  Evaluator-in-Charge 
Thomas  G.  Keightly,  Senior  Evaluator 
John  A.  Parulis,  Senior  Evaluator 


Office  of  General 
Counsel 


Richard  T.  Cambosos,  Senior  Attorney 


Congressional  Budget 
Office 


Robert  Hartman,  Assistant  Director 

James  Heam,  Analyst 

John  Mikesell,  Visiting  Scholar 

Marvin  Phaup,  Deputy  Assistant  Director 
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United  States 

General  Acconnting  Office 

Washington,  DC.  20548 


Acconnting  and  Information 
Management  Division 


B-247837 


July  11,  1994 

The  Honorable  Fortney  H.  (Pete)  Stark 
Chairman,  Committee  on  the  District 

of  Columbia 
House  of  Representatives 

The  Honorable  Jim  Sasser 
Chairman,  Subcommittee  on  General 

Services,  Federalism  and  the 

District  of  Columbia 
Committee  on  Governmental  Affairs 
United  States  Senate 


This  report  presents  the  results  of  our  review  of  the 
independent  certified  public  accountants'  audit  of  the 
District  of  Columbia's  breakdovm  of  revenue  derived  from  the 
federal  government  and  other  sources  for  the  year  ended 
September  30,  1993.   The  District  of  Columbia  Budgetary 
Efficiency  Act  of  1991  (Public  Law  102-102)  requires  us  to 
review  this  breakdown  and  to  report  the  results  to  your 
committees.   The  revenue  from  sources  other  than  the  federal 
government  is  the  basis  for  determining  the  authorized  amount 
of  the  federal  payment  to  the  District  of  Columbia.   The 
amount  is  determined  using  a  formula  specified  in  the  act. 

RESULTS  IN  BRIEF 

In  the  auditors'  opinion,  the  District  of  Columbia's  revenue 
derived  from  federal  and  other  sources  as  reported  in  its 
Comprehensive  Annual  Financial  Report  (CAFR)  for  the  year 
ended  September  30,  1993,  is  fairly  presented  in  all  material 
respects  in  accordance  with  generally  accepted  accounting 
principles.   Our  work,  limited  to  a  review  of  the  District's 
revenues  reported  in  its  CAFR,  found  no  material  discrepancies 
to  indicate  that  the  auditors '  opinion  was  Inappropriate  or 
unreliable. 
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On  February  23,  1994,  we  received  a  letter  from  the  Mayor  of 
the  District  of  Columbia  presenting  total  local  revenues  for 
fiscal  year  1993  of  $2,929,117,000  to  be  used  as  the 
calculation  base  for  the  fiscal  year  1995  federal  payment 
authorization  amount.   (See  appendix  I.)   The  amounts 
presented  in  the  letter  were  unaudited.   On  May  2,    1994,  we 
received  an  audited  schedule  of  local  revenue  for  fiscal  year 
1993  from  the  District's  Controller.   Based  on  the  audited 
schedule,  the  total  local  revenue  reported  in  the  Mayor's 
letter  was  adjusted  to  $2,892,232,000.   (See  appendix  II.) 
However,  the  schedule  included  certain  revenues  which  were  not 
provided  for  in  a  directive  from  the  District's  Congressional 
authorizing  and  appropriating  committees  regarding  the  types 
of  revenues  to  be  used  as  the  calculation  base.   If  the 
directive  had  been  followed,  revenues  of  $2,797,801,000  would 
have  been  reported  as  the  calculation  base.   (See  appendix 
III. ) 

During  fiscal  year  1993,  the  District  changed  the  legal 
definition  of  the  real  property  tax  year.   This  and  related 
changes  resulted  in  counting  $172,863,000  of  taxes  collected 
as  an  increase  to  fiscal  year  1993  revenue,  but  did  not 
generate  any  additional  cash  during  fiscal  year  1993.   As  a 
result  of  these  changes,  the  fiscal  year  1995  federal  payment 
authorization  may  be  increased  by  approximately  $41  million 
under  the  payment  formula. 

BACKGROUND 

The  government  of  the  District  of  Columbia  is  required  by  D.C. 
Code  47-119 (a)  to  prepare  annual  financial  statements  of  its 
operations  in  accordance  with  generally  accepted  accounting 
principles  and  to  have  them  audited.   Subsection  2(c)(1)  of 
Public  Law  102-102  amended  D.C.  Code  47-119(a)  to  require  that 
beginning  with  the  independent  audit  of  the  District's 
financial  operations  for  fiscal  year  1991,  the  audit  include  a 
report  of  the  District's  revenues  broken  down  by  those  derived 
from  the  federal  government  and  those  derived  from  other 
sources . 

The  District  of  Columbia  government  contracted  with 
independent  certified  public  accountants,  Bert  Smith  &  Co.  and 
Coopers  &  Lybrand,  to  audit  its  fiscal  year  1993  financial 
statements.   The  District's  financial  statements  do  not  break 
down  revenues  from  the  federal  government  in  a  way  that  would 
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enable  compliance  with  the  federal  payment  formula 
requirements  of  Public  Law  102-102. 

The  purpose  of  breaking  down  revenues  to  be  included  in  the 
report  is  to  facilitate  implementation  of  the  federal  payment 
formula  established  by  section  2(b)  of  Public  Law  102-102. 
The  formula  authorizes  an  amount  equal  to  24  percent  of  the 
local  revenues  for  each  fiscal  year  to  be  appropriated  as  the 
annual  federal  payment  to  the  District  in  the  second 
subsequent  fiscal  year.   The  federal  payment  is  to  compensate 
the  District  for  revenue  shortages  from  unreimbursed  services 
provided  to  the  federal  government  and  from  federally  imposed 
limitations  on  the  District's  ability  to  raise  certain  tax 
revenues.   The  term  "local  revenues"  is  defined  as  meaning  the 
independently  audited  revenues  of  the  District  that  are 
derived  from  sources  other  than  the  federal  government  during 
that  year. 

Our  May  1992  report^  to  your  committees  regarding  the  results 
of  our  review  of  the  District's  fiscal,  year  1991  revenue 
sources  noted  that  local  revenue  included  eimounts  from 
general,  enterprise,  and  trust  fund  activities.   We  reported 
that  applying  the  formula  to  these  total  revenues  would  result 
in  a  higher  federal  payment  than  historical  trends  would 
indicate  and  that  congressional  hearings  and  committee  reports 
associated  with  enactment  of  the  law  generally  compared  the 
federal  payment  to  general  fund  revenue.   On  June  17,  1992, 
the  District  of  Columbia  Appropriations  Subcommittee  of  the 
House  Appropriations  Committee  held  a  hearing  to  discuss, 
among  other  items,  the  formula  payment  for  the  District  of 
Columbia.   Issues  discussed  included  the  definition  of  the 
base,  the  possible  inclusion  of  net  lottery  proceeds  in  the 
base,  and  the  authorizing  committee's  intent  with  respect  to 
the  formula. 

The  Appropriations  Subcommittee  subsequently  received  two 
letters,  both  dated  June  22,  1992,  one  signed  by  the  Chairman 
and  the  other  by  the  Ranking  Minority  Member  of  the  House 
Committee  on  the  District  of  Columbia.   The  purpose  of  these 
letters  was  to  express  views  of  the  authorizing  committee's 
Intent  regarding  Public  Law  102-102.   The  Chairman  enclosed  an 
exhibit  that  directed  the  District  to  thereafter  "prepare  and 
submit  the  Schedule  of  Local  Revenue  required  by  section  2[b] 


^GAO/AFMD-92-50,  May  8,  1992. 
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of  Public  Law  102-102,  105  Stat.  496  (1991)  as  specified  In 
the  exhibit." 

The  letter  from  the  Ranking  Minority  Member  stated: 

"The  authorized  federal  payments  In  FY  1993, 
1994,  and  1995  should  be  based  only  upon  those 
sources  of  revenue  which  have  been  counted  by 
the  Appropriations  Committee.  ...   If  some 
source  of  general  revenue  local  collections 
has  not  been  Included  in  the  Appropriations' 
general  revenue  local  collections  category  in 
the  past,  counting  it  now  would  be 
inconsistent  with  our  intent." 

These  views  are  reflected  in  reports  of  the  House  and  Senate 
Appropriations  Committees,  which  also  directed  the  District  to 
use  a  schedule  of  local  revenues  as  displayed  in  the  exhibit. 

OBJECTIVES,  SCOPE,  AND  METHODOLOGY 

We  conducted  our  review  of  the  auditors '  work  in  accordance 
with  generally  accepted  government  auditing  standards.   Our 
review  was  conducted  during  the  period  May  2,  1994,  through 
June  22,  1994.   To  determine  the  reasonableness  of  the 
auditors'  work  in  the  revenue  area  and  the  extent  to  which  we 
could  rely  on  it,  we 

reviewed  the  auditors'  approach  and  planning  of  the  audit; 

evaluated  the  qualifications  and  independence  of  the  audit 
staff; 

reviewed  the  financial  statements,  schedule  of  local 
revenues,  and  auditors'  report  to  evaluate  compliance  with 
generally  accepted  accounting  principles  and  generally 
accepted  government  auditing  standards; 

reviewed  the  auditors'  working  papers  to  determine  (1)  the 
nature,  timing,  and  extent  of  audit  work  performed, 
(2)  the  extent  of  audit  quality  control  methods  the 
auditor  used,  (3)  whether  the  auditors  obtained  an 
understanding  of  the  revenue  cycle's  Internal  control 
structure,  (4)  whether  the  amounts  reported  in  the  revenue 
schedule  agreed  with  those  in  the  financial  statements, 
and  (5)  whether  the  evidence  in  the  working  papers 
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supported  the  auditors'  opinion  on  revenue  as  presented  in 
the  CAFR; 

asked  District  financial  management  personnel  to  identify 
the  source  of  funds  in  certain  General  Fund  accounts;  and 

reviewed  the  District's  unaudited  and  audited  computations 
of  local  revenues,  and  compared  them  to  Public  Law  102-102 
and  the  committees'  directive. 

LOCAL  REVENUES  REPORTED  FOR  FISCAL  YEAR  1993 

On  February  23,  1994,  we  received  a  letter  from  the  Mayor  of 
the  District  of  Columbia,  which  presented  total  local  revenuer 
of  $2,929,117,000  for  fiscal  year  1993.   The  Mayor's  letter, 
however,  was  unaudited  and  did  not  compute  the  amount  of  locaJ 
revenue  in  accordance  with  the  committees'  directive.   On 
May  2,  1994,  we  received  from  the  District  Controller  a 
schedule  of  local  revenue  for  fiscal  year  1993,  audited  by 
Coopers  &  Lybrand,  adjusting  the  amount  in  the  Mayor's  letter 
to  $2,892,232,000.   The  audited  schedule  also  did  not  conform 
to  the  committees'  directive.   If  the  directive  had  been 
followed,  the  amount  of  total  local  revenues  would  have  been 
$2,797,801,000. 

The  major  difference  between  the  local  revenue  amount 
presented  in  the  audited  schedule  and  the  amount  determined 
under  the  committees'  directive  is  that  the  schedule  includes 
local  nonappropriated  revenues,  whereas  the  directive  excludes 
all  nonappropriated  revenues. 

On  September  9,  1993,  Delegate  Eleanor  Holmes  Norton  requested 
that  we  review  the  District's  fiscal  year  1992  nonappropriated 
revenue  categories.   As  noted  in  our  January  31,  1994,^ 
letter,  our  review  of  the  categories  indicated  that  the  local 
source  revenue  in  the  nonappropriated  categories  is  similar  to 
other  local  source  revenues  that  have  been  included  in  the 
computation  of  the  authorization  amount. 

Our  calculation  of  the  revenue  base  for  the  federal  payment 
calculation,  performed  in  accordance  with  the  committees' 
directive,  is  in  appendix  III. 


'Letter  to  Delegate  Eleanor  Holmes  Norton  (GAO/AIMD-94-71R, 
January  31,  1994) . 
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During  fiscal  year  1993,  the  District  changed  the  legal 
definition  of  the  real  property  tax  year.   This  and  related 
changes  resulted  In  counting  $172,863,000  of  taxes  collected 
as  an  Increase  to  fiscal  year  1993  revenue.   Before  the 
changes,  the  revenue  would  have  been  recorded  In  fiscal  year 
1994.   This  tax  year  change  did  not  generate  any  additional 
cash  during  fiscal  year  1993.   However,  because  the  federal 
payment  to  the  District  Is  based  upon  a  percentage  of  District 
revenues  from  local  sources  from  the  second  preceding  fiscal 
year,  the  fiscal  year  1995  federal  payment  authorization  may 
be  Increased  by  approximately  $41  million  under  the  payment 
formula.   This  matter  Is  discussed  In  more  detail  In  our 
recently  Issued  report  on  the  District's  financial  status.^ 

We  are  sending  copies  of  this  report  to  the  House  and  Senate 
Appropriations  Subcommittees  on  the  District  of  Columbia, 
Committees  on  Appropriations.   We  will  also  send  copies  to 
other  Interested  committees.  District  of  Columbia  officials, 
and  other  Interested  parties.   Copies  will  be  made  available 
to  others  on  request. 

If  you  wish  to  discuss  this  Information  further,  please 
contact  me  at  (202)  512-8549,  or  Assistant  Director  Michael  J. 
Flschettl,  at  (202)  512-5125. 


John  W.  Hill,  Jr. 

Director 

Audit  Support  and  Analysis  Group 


^Financial  Status;   District  of  Columbia  Finances 
(GAO/AIMD/GGD-94-17BR,  June  22,  1994). 
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LETTER  FROM  THE  MAYOR  OF  THE  DISTRICT  OF  COLUMBIA 


THE  DISTRICT  OF  COLUMBIA 
WASHINGTON    DC       20O0I 

SHAMON  PMATT  IIIVkT 


February  17,  1994 


The  Honorable  Charles  A.  Bowshec 
Coaptcollec  General 
441  G  Street.  NN 
Washington.  DC   20001 

Dear  Mr.  Coaptroller  General: 

In  accordance  with  section  4(a)  of  Public  Law  94-399,  as 
aaended  by  section  2(b)  of  Public  Law  102-102.  the 
coBprehenslve  annual  financial  report  of  the  District  of 
ColuBbla.  audited  by  Coopers  &  Lybrand  and  Bert  Saltb  &  Co., 
certified  public  accountants.  Includes  a  report  of  the  revenues 
of  the  District  of  Columbia  for  the  fiscal  year  ended  Septeaber 
30.  1992.  broken  down  by  revenues  derived  froa  the  Federal 
Governaent  and  revenues  derived  froa  sources  other  than  the 
Federal  Governaent  during  that  fiscal  year. 

A  suaaaty  of  the  revenues  reported  for  fiscal  year  1993 
follows  (in  thousands  of  dollars): 

Total  District  sources  (a)  $2,904,429 

Plus  Lottery  Board  transfers  In  (b)  66,67S 

Less  Federal  sources  (c): 

Nonappropriated  charges  tor  services  (4.773) 

Nonappropriated  alscellaneous  revenues  ....  (28.416) 

Apptopclated  alscellaneous  revenues  (8. 99B) 

Local  raveauas  «;.929.ii7 

Sources: 

(a)  Exhibit  S-1  of  the  District's  Coaprebenslve  Annual 
Financial  Report  (CAFB)  froa  the  coluan  headed  "Total 
District  Sources." 

(b)  Exhibit  C-2  of  the  District's  CAFH  froa  the  coluan  headed 
■Lottery  and  Gaaes."  and  the  line  captioned  Operating 
Transfers  In  (Out):  General  Fund. 

(c)  Enclosure  entitled  "Federal  Sources  of  Bevenue." 
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Thece  is  authocized  to  be  appcopciated  as  the  1995  annual 
Cedecal  payaent  to  the  District  of  Columbia  foe  fiscal  Y«*t 
1995  an  aaount  equal  to  24  percent  of  the  local  revenues  toe 
fiscal  yeac  1993.  The  authocized  amount  toe  fiscal  year  1995 
is  $702,981,000. 


Sincec 


TTiacdn 
Mayor 


Enclosure 
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INDEPENDENT  AUDITORS'  REPORT 


Coopers 
&Lybrand 


:9-  '  eo  Zi-C'Z  *c::i.'-;*r's 


Independent  Auditors  Report 


To  the  Mayor  and  Council 

of  the  District  of  Columbia 


We  have  audited  the  accompanying  Schedule  of  Local 
Revenues  of  the  District  of  Columbia  for  the  year  ended  Septem- 
ber 30,  1993.  This  schedule  is  the  responsibility  of  the  District 
of  Columbia's  management.  Our  responsibility  is  to  express  an 
opinion  on  the  Schedule  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally 
accepted  auditing  standards.  Those  standards  require  that  we  plan 
and  perform  the  audit  to  obtain  reasonable  assurance  as  to  whether 
the  Schedule  is  free  of  material  misstatement.  An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  Schedule.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  presentation  of  the 
schedule.  We  believe  that  our  audit  provides  a  reasonable  basis 
for  our  opinion. 

The  accompanying  Schedule  of  Local  Revenues  was  prepared 
for  the  purpose  of  complying  with  Public  Law  102-102  related  to  the 
District  of  Columbia's  Federal  payment  formula,  specifically, 
locally-generated  revenue  as  described  m  Note  2  to  the  Schedule, 
and  IS  not  intended  to  be  a  complete  presentation  of  the  District 
of  Columbia's  total  revenues  or  results  of  operations. 

In  our  opinion,  the  Schedule  of  Local  Revenues  referred 
to  above  presents  fairly,  in  all  material  respects,  the  locally- 
generated  revenue,  as  described  in  Note  2,  of  the  District  of 
Columbia  for  the  fiscal  year  ended  September  30,  1993,  in 
conformity  with  generally  accepted  accounting  principles. 


Washington,  D.C. 
April  20,  1994 
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DISTRICT  OF  COLUMBIA 

SCHEDULE  OF  LOCAL-  REVENUES 

Fiscal  Year  Ended  September  30,  1993 

(thousands  of  dollars) 


Total  District  sources  S2, 904, 429 

Plus  transf ers-in: 

Lottery  66,875 

Less: 


Charges  for  services  -  nonappropriated  $(85,253) 

Amount  representing  local  revenues  43 . 472 

Miscellaneous  revenues  -  nonappropriated  (79,253) 

Amount  representing  local  revenues  50.960 


Charges  for  services  -  appropriated  (52,903) 
Miscellaneous  revenues  -  appropriated  (34,606) 
Amount  representing  local  revenues  78.511 


(41,781) 


(28,293) 


(8.??9) 


Total    local    revenues  S2 .892 .232 

Twenty-four  percent  of   net    local   revenues  S      694.136 


The  accompanying  notes  are  an  integral 
part   of   this   Schedule. 
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DISTRICT   OF   COLUMBIA 
NOTES    TO    SCHEDULE    OF    LOCAL   REVENUES 


1.  Schedule   of    Local   Revenues 

The  Schedule  of  Local  Revenues  (Schedule)  presents 
the  District's  locally-generated  revenue  (see  Note  2)  which 
excludes  all  federally-generated  revenue  (as  defined  in  Note 
2)  components  thereof.  The  Schedule  was  prepared  in 
accordance  with  Public  Law  102-102  as  it  amends  Title  v, 
"Federal  Payment",  of  the  District  of  Columbia  Self- 
Covernmencal  Reorganization  Act. 

2.  Summary  of  significant  accounting  policies 

Revenue  Recognition 

The  modified  accrual  basis  of  accounting  is 
used  by  all  governmental  fund  types.  Under  the 
modified  accrual  basis  of  accounting,  revenues  are 
recognized  when  susceptible  to  accrual  (that  is, 
when  they  become  both  measurable  and  available)  . 
"Measurable"  means  the  amount  of  the  transaction 
can  be  determined  and  "available"  means  collectible 
within  the  current  period  or  soon  enough  thereafter 
to  be  used  to  pay  liabilities  of  the  current 
period.  A  one  year  availability  period  is  used  by 
the  District  for  revenue  recognition  for  all 
governmental  fund  revenues  with  the  exception  of 
property  taxes  in  which  case  a  period  of  60  days 
after  year  end  is  used. 

Those  revenues  susceptible  to  accrual  are 
property  taxes,  sales  and  use  taxes,  income  and 
franchise  taxes,  gross  receipts  taxes  and  interest 
revenue.  Property  taxes  are  recognized  as  revenue 
in  the  tax  year  for  which  they  are  levied,  provided 
they  are  available.  Sales  and  use  taxes  are 
recognized  as  revenue  when  the  sales  or  use  take 
place. 

Licenses  and  permits,  ■  fines  and  forfeits, 
charges  for  services,  and  other  taxes  are  not 
susceptible  to  accrual  because  generally  they  are 
not  naaaurable  until  received  in  cash. 


Continued 
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DISTRICT  OF  COLUMBIA 
NOTES  TO  SCHEDULE  OF  LOCAL  REVENUES 


Locally-generated  revenues 

Any  revenues  generated  by  the  District  of 
Columbia  through  General  Fund  activities  for  goods 
or  services  provided  to  any  and  all  consumers, 
whether  private  or  public  (including  the  federal 
government) ,  in  a  transaction  that  constitutes  a 
valid  commercial  exchange  for  due  consideration, 
and  that  would  be  subject  to  all  the  covenants  of 
the  Uniform  Commercial  Code  of  business  law,  are  to 
be  considered  revenues  generated  by  the  District  of 
Columbia  with  all  rights  and  privileges  to  use  the 
revenues  in  the  matter  prescribed  by  the  District 
of  Columbia  Self-Government  and  Governmental 
Reorganization  Act.  other  net  revenues  from 
operations  and  non-operating  sources,  such  as 
interest  income,  or  other  fund  activities  of  the 
District  are  also  to  be  considered  locally- 
generated  revenues  to  the  extent  net  revenues  are 
available  and  are  not  restricted  as  to  their  use. 

Federal  source  revenues 

Revenues  received  from  the  federal  government 
for  grants  or  programs  provided  through  federal 
appropriations  legislation  for  activities  which 
derive  benefit  to  the  citizenry  of  the  District  of 
Columbia  are  to  be  considered  federal  source 
revenues  as  compensation  for  revenue  deficiencies 
in  the  District's  tax  base  resulting  from  federally 
imposed  limitations  on  the  District's  ability  to 
raise  revenue. 


Public  Law  102-102 

Public  Law  102-102  was  enacted  on  August  17,  1991  to 
amend  Title  V,  "Federal  Payment",  of  the  District  of  Columbia 
Self-Government  and  Governmental  Reorganization  Act  by  adding, 
among  other  items,  the  formula  for  calculating  the  balance  of 
locally-generated  revenues  (Note  .2)  upon  which  an  amount  equal 
to  24  percent  will  be  remitted  to  the  District  as  the  Federal 
Payment. 

The  Federal  Payment  calculation  was  enacted  to 
assist  the  District  in  compensating  for  revenue  shortages 
resulting  from  the  unreimbursed  services  provided  by  the 
District  to  the  Federal  Government  and  Che  significant 

Continued 
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deficiencies  in  the  District's  tax  base  resulting  from 
federally  imposed  limitations  on  the  District's  ability  to 
raise  revenue. 


4.    Calculation  of  Local  Revenues 


The  calculation  for  the  District's  Schedule  of  Local 
Revenue  was  performed  in  accordance  with  Public  Law  102-102  as 
interpreted  by  the  District  and  the  General  Accounting  Office. 
In  a  letter  dated  June  14,  1993  (GAO  Interpretation),  the  GAO 
reported  to  the  House  Subcommittee  on  General  Services, 
Federalism  and  the  District  of  Columbia,  as  to  the  inclusion 
and  exclusion  of  certain  District  revenues  in  its  local 
revenue  calculation.  This  report  references  the  House 
Subcommittee  Directive  (the  Directive)  of  June  22,  1992, 
explicitly  defining  local  revenue. 

Based  on  this  Directive  and  the  GAO's 
Interpretation,  the  calculation  is  to  include  only  General 
Fund  revenue  and  lottery  transfers  to  the  General  Fund, 
adjusted  for  certain  charges  for  services  and  miscellaneous 
revenues.  These  adjustments  to  the  General  Fund  revenue 
should  include  reductions  for  all  revenue  obtained  from 
Federal  Sources. 
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U.S.  GENERAL  ACCOUNTING  OFFICE 

COMPUTATION  OF  LOCAL  REVENUE 

FOR  THE  DISTRICT  OF  COLUMBIA 

FOR  FISCAL  YEAR  ENDING 

SEPTEMBER  30,  1993 


Total  General  Fund  revenue  from  District 
sources 

Plus:  Operating  transfers  from  the 
Lottery  and  Games  Fund 

Less:  Federal  source  revenues 

Nonappropriated  revenues: 

Charges  for  services 

Miscellaneous 
Total  adjusted  District  General  Fund  revenue 


($  in  millions) 

$2,904,429  (1) 

66,875  (2) 

8,998  (3) 

85,253  (4) 
79,252  (4) 


S2. 797. 801 


Note:   The  amounts  identified  as  (1),  (2),  and  (4)  are  from  the 
District's  1993  Comprehensive  Annual  Financial  Report  (CAFR) . 

(1)  Represents  total  District  source  revenues  from  taxes, 
licenses  and  permits,  fines  and  forfeits,  charges  for 
services,  and  miscellaneous  charges  (p. 65). 

(2)  Represents  a  transfer  of  funds  from  the  Lottery  and 
Games  fund  to  the  General  Fund  (p. 49). 

(3)  Mayor  Kelly's  letter  of  February  17,  1994,  identified 
other  General  Fund  revenue  sources  from  reimbursements 
made  by  the  federal  government  for  housing  of  federal 
prisoners.  These  revenues  are  included  in  appropriated 
miscellaneous  revenues  and  were  not  identified  nor 
reported  in  the  District's  fiscal  year  1993  CAFR. 

(4)  Represents  nonappropriated  revenues  from  charges  for 
services  and  miscellaneous  charges  (p. 19). 

(917057) 
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CHECKLIST  FOR  WELL-  MANAGED  CITIES 

I,  Resource  Planning  and  Evaluation 

A.  Relationship  of  budget  to  long  range  plons.  Does  the  budget  of  the  city 
support    the   long  range  plons  ond  needs  of   the  community? 

Freguently  cities  are  very  incremental  in  the  way  they  allocate  resources. 
Allocations  ore  based  upon  what  was  done  the  year  before  and  what 
incremental  change  is  reguired.  For  the  most  part,  the  previous  year  is 
taken  as  the  base  for  what  should  come  the  next  year,  often  without 
consideration  as  to  whether  demand  exists  for  maintaining  the  past  year's 
service  allocation.  More  importantly,  this  incremental  system  does  not 
recognize  that  funds  may  be  higher  in  particular  areas  than  they  need  to 
be  and   lower   in  others,  based  on  changed  community  circumstances. 

B.  Multi-yeor  resource  allocation  plonning.  Does  the  city  project  revenues, 
copitol  expenditures,  debt,  and  operoting  cost  for  at  least  five  years,  and 
preferably    10  yeors,   into   the   future? 

This  item  does  not  pretend  that  all  future  costs  and  revenues  can  be 
accurately  predicted.  Rather,  based  on  assumed  circumstances  (including 
an  inflation  factor),  it  attempts  to  portray  on  balance  whether  the  efforts 
of  a  community  can  be  supported  over  the  designated  planning  period. 
One  of  its  most  essential  attributes  is  its  capability  of  projecting  at  the 
time  of  decision  whether  a  new  program  or  project  can  or  cannot  be 
supported  over  the  long  term.  Incredibly,  most  cities  budget  strictly  on 
a  one-year  basis. 

C.  Performonce  ouditing  and  budgeting.  Are  there  specific  service  and 
performance  stondords  provided   for  in   the  budget  document? 

In  order  to  effectively  allocate  resources  it  is  necessary  to  know  what  a 
specific  service  costs  (whether  it  is  worth  that  cost),  and  how  it  compores 
with  other  necessary  services.  This  can  only  be  done  by  specifically 
outlining  the  level  of  services  to  be  provided  by  a  given  amount  of 
resources.  Freguently,  funding  is  done  by  department  or  division  on  the 
basis  of  the  number  of  employees,  material  costs,  etc.  without  the  decision- 
maker ever  knowing  for  sure  what  level  of  service  will  be  provided.  This 
method  of  budgeting  is  importont  for  two  other  purposes.  First,  it  allows 
the  decision  maker  to  know  whether  existing  levels  of  funding  will  in  the 
long  run  cost  on  agency  considerably  more  money  (for  example,  in  the 
maintenance  area)  by  delivering  the  level  of  maintenance  well  below  that 
necessary  to  maintain  infrastructure.  It  is  also  an  essential  component 
of  placing  workers  on  a   pay-for-performance  system. 

II.  Operation's  Efficiency  ond  Effectiveness 

A.  Technology  tronsfer.     Does   the  city  have  on  organized  technology  transfer 

progrom   to   take  odvantage  of  cost   savings   products'^ 

Many  new  products  are  consistently  hitting  the  market  that  have  a  major 
opportunity   to  increase  service   levels  while  mointoining  or  cutting  costs. 
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These  products  are  available  in  the  equipment  field,  data  processing  field, 
word  processing,  communications,  etc. 

B.  Production  and  effectiveness  objectives.    Does  the  city  have  a  measurement 
system  to  specify  output,  productivity,  etc.? 

it  has  long  been  known  in  industrial  circles  that  measuring  productivity 
around  production  of  product  or  service  is  essential  for  control  and  for 
the  capKjbility  of  evaluating  where  improvements  can  occur.  These 
production  and  effectiveness  objectives  can  be  placed  within  a  budget,  can 
be  used  for  productivity  improvement  studies,  and  can  be  used  for  employee 
pay  incentive  purposes. 

C.  Contract  for  services.    Does  the  city  have  o  specific  contract-for-service 
policy  ond  program? 

In  many  cases,  local  traditions  and  policies  have  avoided  the  use  of  private 
sector  services  for  the  provision  of  governmental  services  on  contract.  In 
many  cases  it  will  be  found  that  government  can  provide  the  services 
more  effectively  and  efficiently  than  the  private  sector.  In  many  other 
cases  this  is  not  true.  Again,  specified  service  objectives  with 
accompKinying  costs  can  be  used  as  an  ongoing  measure  as  to  whether  the 
private  sector  can  provide  a  specific  detailed  service  more  cheaply  than 
a  city  entity. 

D.  Investments   for  efficiency.     Does  the  city  have  a  specific  policy  to  save 
money  by  spending  money? 

When  funding  is  scarce,  frequently  the  last  step  taken  is  to  invest  scarce 
resources  in  projects  which  have  a  rapid  payback,  and  in  a  short  time  will 
cut  the  municipal  expenditure  in  providing  a  given  service.  Often  the 
question  asked  is,  how  can  we  afford  to  take  on  this  cost  saving  effort? 
The  answer  is  that  there  is  a  variety  of  financial  techniques  available  to 
free  the  investment  dollars  required— but  more  important,  the  question  is, 
how  can  a  city  afford  not  to.    Some  specific  checklist  items  in  this  area  are: 

1.  Does  the  city  have  a  safety  and  risk  and  insurance  program? 

2.  Has  the  city  determined  maintenance  levels  which  economically 
optimize  the  public  investment?  This  means,  has  the  point  been 
found  where  maintenance  levels  are  no  higher  than  necessary  to 
maintain  the  life  expectancy  of  infrastructure  and  no  longer  than 
necessary  so  as  to  avoid  the  huge  pent  up  reconstruction  demand 
in   the   future. 

II.         Accounting  ond  Financial   Practices. 

A.  Accounting   standards.      Has    the    city    received    the    Government    Finonce 

Officers'  Association  Certificate  of  Conformonce  in  regard  to  accounting 
stondards? 

These  standards  are  intended  to  assure  that  city  funds  are  appropriately 
accounted  for  and  best  used. 
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B-  Full    cost    occountinq.      Are  all   costs   ottributoble   to   o   specific  service, 

fully  cost  accounted  for  in   the  budget? 

This  is  to  ensure  that  the  decision  maker  has  a  good  handle  on  what  a 
particular  service  actually  costs.  Frequently  cities  bury  the  costs  of 
benefits,  retirement,  equipment,  and  space,  and  therefore  the  decision 
maker  does  not  have  a  good  handle  on  what  a  (xirticular  service  actually 
costs.  This  reduces  the  opportunity  of  the  decision  maker  to  address  the 
question  of  whether  the  service  at  that  level  is  really  worth  the  cost  and 
presents  a  major  barrier  to  the  analytical  review  of  whether  contract 
services  can  be  provided  with  less  cost. 

C.         Reserve    levels.      Has   the   city   estoblished  oppropriate   reserve   levels   to 
deal  with  future  economic  uncertainty  and  mojor  unforseen  expenditures? 

When  reserve  levels  are  not  established  it  is  frequently  the  case  that  a 
city  must  find  much  more  expensive  money  to  meet  its  present  need. 
When  this  occurs,  the  city  may  be  mortgaging  away  its  future. 

O.  Tarqetinq    of    revenues.       Does    the    city    as    a    motter    of    practice    avoid 

tarqetinq  specific  revenues   for   specific  public  purposes? 

While  targeting  of  revenues  is  used  heavily  at  federal  and  state  levels  of 
government,  it  can  be  a  major  deterrent  to  making  best  use  of  available 
resources.  It  may  force  a  city  to  spend  money  in  an  area  of  lesser  need 
(and  at  times,  no  need)  or  to  lose  that  source  of  revenue.  During  a  time 
of  scarce  public  resources  it  is  important  to  focus  those  resources  on  the 
areas  of  greatest  need. 

IV.        Capital   Improvements 

A.  Projection  of  maintenance  costs  for  new  capitol  improvements.  Does  the 
city  include  in  its  multi-year  forecast  not  only  the  cost  of  the  capital 
improvement   but   its  cost   of  maintenance  as  well? 

This  tactic  allows  better  knowledge  as  to  whether  a  capital  improvement 
can  in  fact  be  afforded  in  the  long  term.  In  certain  cases,  the  capital 
improvement  may  in  fact  be  a  way  to  reduce  operating  expenses.  By  not 
capturing  the  reduction  in  operating  costs,  the  decision  maker  is  placed  in 
a  pxDsition  of  not  having  available  a  critical   piece  of   information. 

B.  Relationship  of  capital  improvements  to  long  range  goals.  Do  proposed 
capital   improvements  directly  relate  to  the  long   range  plans  of   the  city? 

Frequently,  at  the  local  level,  capital  improvement  projects  are  based  on 
lobbyinq,  district  needs,  etc.  They  may  not  be  the  projects  most  needed, 
particularly  if  they  do  not  relate  to  the  long  range  plans  of  a  community. 

C.  Relationship  of  capital  improvements  to  other  resource  requirements.  Does 
the  city  place  high  priority  on   the  maintenance  of  copital   improvements? 

It  is  well  known  that  there  is  a  dramatic  curve  on  the  maintenance  of 
any  infrastructure.  To  not  maintain  infrastructure  at  the  requisite  level 
may  mean   that   the  city  is   selling  away   its   future.     The  question   always 
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ought  to  be,  if  we  cannot  afford  appropriate  maintenance  now— who  will, 
fund  the  replacement  of  that  infrastructure,  and  how? 

D.  Multi-year    copitol    planning.       Are   capital    improvements    planned   over   a 
multi-year  period  of   time? 

Preferably,  this  planning  should  be  done  over  no  less  than  five  years  and 
preferably,  a  ten  year  period  of  time.  This,  combined  with  multi-year 
revenue  and  operating  planning,  assures  that  capital  improvements  and 
their  replacement  are  given  adequate  priority.  Frequently,  capital 
improvements  are  very  large  size  in  cost  and  therefore  take  second  seat 
to  operating  needs.  In  the  long  run,  this  can  be  a  very  expensive  way  of 
operating. 

E.  Lond  ocquisition.  Hos  a  system  been  established  to  anticipate  future  land 
acquisition  needs  and  a  method   to   fund   them? 

Frequently  no  thought  is  given  as  to  future  land  needs  until  the  time  that 
a  project  is  ready  to  go  forward.  At  that  time,  there  is  a  reasonable 
chance  that  eminent  domain  will  be  required,  a  significantly  more  costly 
undertaking  than  to  purchase  property  on  the  open,  negotiable  market. 
Frequently  opportunities  arise  for  the  acquisition  of  property  needed  in 
the  future  if  a  system  is  developed  to  recognize  what  those  land  needs 
are  and  a  system  to  oppropriately  fund  them. 

F.  Land  disinvestment.  Has  a  system  been  established  to  inventory  city  land 
holdings  and  periodically  assess  whether  or  not  they  are  needed? 

Frequently  cities  hold  properties  for  which  there  is  no  forseeable  use. 
This  creates  both  a  cost  of  maintenance  and  also  does  not  allow  the 
cashing  in  of  an  available  asset. 

Intergovernmental  Revenue  Assistance 

A.  Use  of  intergovernmental  ossistance  for  operations.  Does  the  city  have 
a  policy  as  to  whot  interqovernmenlal  revenue  ossistonce  will  be  used  for 
and  what   it   will   not? 

It  is  useful  to  have  a  policy  where  intergovernmental  gront  assistance  is 
not  used  for  ongoing  operations  except  where  absolutely  necessary.  If 
needed  for  operations,  it  is  best  to  utilize  them  in  categories  which  can 
be  rapidly  halted  if  that  assistance  is  no  longer  present.  These  steps  help 
prevent  ongoing  reliance  on  funding  which  may  not  be  present  in  the  future. 

B.  Use  of  intergovernmental  assistance  for  copitol  improvements.  Does  the 
city  hove  a  F>olicy  encouraging  the  use  of  interqovernmentol  ossistonce  for 
copitol   improvements,   rother  than   for  operating  costs? 

Many  cities  use  federal  dollars  to  finance  programs,  even  essential  services 
such  OS  pHDiice  and  fire.  This  develops  on  ongoing  reliance  on  a  source 
of  revenue  that  may  not  be  there  in  the  future.  Funding  capital  projects, 
on  the  other  hand,  accelerates  improvements  that  would  have  to  be  mode 
eventually,   thereby  saving  money   through   lower  construction  costs. 
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C.  Projection  of  interqovernmentol  revenue.  Does  the  city  use  a  system  of 
projecting  the  receipt  of  intergovernmental  revenues  only  during  the  period 
of  time  that  on  entitlement  exists  for   it? 

Combined  with  multi-year  resource  allocation  planning,  the  use  of  this 
technique  allows  the  decision  makers  to  know  well  in  advance  when  an 
entitlement  is  up  and  permits  the  conservative  financial  strategy  of 
assuming  that  the  entitlement  will  not  be  approved  as  opposed  to  being 
approved.  This  strategy  allows  cities  to  plan  many  years  into  the  future 
for  the  possibility  of  the  loss  of  certain  intergovernmental  revenues. 

D.  Grants  application  process.  Does  the  city  have  a  formal  process  to  review 
grant  applications  to  determine  their  necessity? 

Such  a  system  should  insure  that  any  grant  applied  for  is  meeting  already 
agreed-upon  future  needs  of  the  city,  is  not  oriented  toward  the  provision 
of  ongoing  services,  and  is  either  planned  for  local  funding  after  the  grant 
period,  or  termination.  When  grants  are  not  viewed  in  this  fashion,  they 
can  frequently  become  an  ongoing  operating  burden  as  opposed  to  a 
mechanism  to  solve  an  existing  problem. 

VI.  Debt 

A.  Guidelines  for  debt  level.  Does  the  city  have  o  specific  set  of  guidelines 
for  the  use  of  debt? 

These  guidelines  may  differ  from  city  to  city,  given  the  various  different 
local  government  context  across  the  country.  They  should  be  directed 
toward  a  recognition  of  how  much  debt  a  community  can  support,  not 
only  based  on  city  debt,  but  other  local   issue  debt  as  well. 

B.  Guidelines  for  use  of  debt.  Does  the  city  have  specific  guidelines  for 
what  debt  will   be  used   for  and  will   not  be  used   for? 

Debt  should  not  be  used  for  short  term  borrowing  for  the  provision  of 
routine  operations  unless  the  borrowing  costs  are  less  than  the  rate  of 
return  on  invested  funds.  Debt  should  never  be  issued  for  a  period  longer 
than  the  estimated  useful  life  of  an  improvement.  Cities  should  always 
insure  that  their  present  bond  rating  is  as  high  as  possible,  thereby  reducing 
debt  costs. 

VII.  Enterprise   Activities 


Level  of  self-sufficiency  for  enterprise  activities.  Does  the  city  have  a 
specific  policy  for   the   level   of   self   sufficiency  for   enterprise  activities? 

Cities  should  endeavor  to  recover  the  full  cost  of  providing  enterprise 
utilities  such  as  water,  sewer,  garbage,  golf  courses,  etc.  This  should 
occur  because  it  provides  an  equitable  method  of  distributing  the  public 
cost.  Different  users  use  different  omounts  of  a  given  service  and  ought 
to  pay  the  reguisite  costs.  Further,  if  enterprise  services  ore  subsidized, 
a  substantial  amount  of  the  general  tax  dollar  is  directed  toward  user 
choice  services  and  unavailable  for  other  services  that  can  be  supported 
only   through   taxes. 
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8.  Rate    structures.      Does    the   city   have   a    specific    philosophy   in   the   rate 

structure   it  employs? 

Rotes  not  only  provide  financial  means  to  support  enterprise  activities  but 
can  have  much  to  do  with  the  consumption  of  those  services.  Part  of 
rate  reviews  should  include  what  the  end  product  objective  is  beyond  self 
sufficiency.  For  example,  if  a  given  community  has  difficulty  in  securing 
its  long  term  water  needs,  then  on  accelerating  block  rate  structure  will 
serve  as  a  conservation  incentive.  Economic  marginal  analysis  can  help 
ascertain  as  to  whether  the  stemming  of  demand  through  rate  structures 
in  the  long  run  will  be  more  cost  efficient  than  acquiring  on  the  margin 
the  additional  units  of  service  required. 

VIII.  Fees  for  Service 

A.  Activities  to  be  fee  supported.     Does  the  city  hove  a  specific  fee  policy? 

Many  governmental  services  are  directed  to  user  choice  services.  These 
include  building  permits,  leisure  services  and  many  others.  When  services 
of  this  nature  are  subsidized  by  the  general  taxpayer,  scarce  tax  dollars 
are  not  available  for  certain  other  governmental  services.  In  addition, 
that  entity  is  providing  services  below  market  cost  at  times  when  it  is 
in  competition  with  the  private  sector.  Finally,  in  these  user  choice 
services,  the  customer  has  the  opportunity  of  determining  whether  or  not 
thot  service  is  to  be  used,  part  of  that  decision  being  made  through  the 
normal   pricing  system. 

B.  Level   of   fee  support.     Does   the  city  have  a  specific  policy  for  the  level 
of   fee  support    for  certain   fee  supported  activities? 

Again,  the  lack  of  such  a  policy  con  create  a  situation  of  huge  subsidies 
that  are  literally  unknown  to  the  decision  maker. 

IX.  Other 

A.  Merit    principle    for   hiring   end    promotions.      Does    the   city   have   o    firm 

principle  of  merit  for  the  oppointment  and  promotion  of  qovernmentol 
employees? 

The  merit  principle  has  much  to  do  with  the  qualify  of  work  force.  It 
is  essential  with  scarce  dollars  that  the  most  qualified  are  those  that  gain 
entry  into  new  governmental   jobs  as  well   as  are  promoted  upward. 

8.  Training.     Does   the  city  hove  a   stronq   troininq  proqrom? 

Frequently  training  is  one  of  the  first  areas  to  lose  funding  during  a  time 
of  scarce  resources.  Many  studies  have  shown  that  effective  troininq  has 
the  capability  of  increasing  morale  and  substantially  increasing  the 
productivity  of  employees.  Not  having  on  adequate  troininq  program 
seriously  underutilizes  existing  work   forces. 
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C.  Pay  for  performance.     Does  the  city  have  a  pay-for-performance  system, 
porticularly  for   its  manogement   employees? 

Pay-for-performance  systems  provide  a  method  to  focus  on  specific  roles 
and  responsibilities  of  individuals,  measure  their  accomplishments,  and 
provide  an  incentive  system  for  excellence  in  the  workplace. 

D.  Productivity.     Does  a  formal   productivity  progrom  exist? 

Productivity  systems  are  best  adapted  to  the  overall  training  program  of 
a  city,  knowing  that  for  government  human  resources  are  the  single  largest 
expenditure.  A  formalized  productivity  program  can  blend  modern 
organizational  development  methodologies  with  scientific  workflow 
methodologies  to   insure   that  work  is   flowing  with  minimal    inefficiency. 

E.  Organization.    Does  the  city  periodically  review  its  organizational  structure 
for  change  in  conditions  and   to  minimize  duplication  and  overlap? 

it  has  been  long  known  that  organizations  with  a  significant  number  of 
levels  spend  an  inordinate  amount  of  time  and  resources  on  maintaining 
their  hierarchy  as  opposed  to  getting  the  job  done.  Areas  of  duplication 
should  be  isolated  and  organizationally  eliminated  and  the  number  of  tiers 
should  be  reduced  to  the  absolute  minimum. 
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July  12,  1994 


The  Honorable  Fortney  Pete  Stark 

Chairman 

Committee  on  the  District  of  Columbia 

U.S.  House  of  Representatives 

Room  1310 

Longworth  House  Office  Building 

Washington,  D.C.  20515 

Re:  H.R.  2902  -  "Federal  Payment  Formula  Revision  Act  of 
1993" 

Dear  Mr.  Chairman: 

I  am  pleased,  as  former  Chairman  of  the  Revenue  Committee  of  the 
Commission  on  Budget  and  Financial  Priorities  of  the  District  of  Columbia,  better 
known  as  the  RivUn  Commission,  to  be  able  to  submit  written  testimony  in  support 
of  H.R.  2902.  I  am  joined  in  my  remarks  by  former  Congressman  James  C.  Corman 
(D-CA),  who  was  also  a  member  of  the  Commission.  I  must  specifically  state  that  in 
supporting  H.R.  2902,  1  do  not  mean  to  imply,  in  any  way,  acquiescence  or  support 
for  the  manner  by  which  the  District  has  conducted  its  economic  and  financial 
matters  over  the  last  four  years.  My  comments  are  directed  solely  to  the  Federal 
Payment  question. 

The  Chairman  and  some  members  of  the  Committee  will  recaU  that  I 
appeared  before  this  Committee  along  with  Mayor  Sharon  Pratt  Kelly  and  then 
Chairman  of  the  City  Council  John  Wilson  on  April  24,  1991,  to  testify  in  support  of 
an  increased  Federal  Payment  to  the  District  of  Columbia.  During  that  testimony,  1 
indicated  to  the  Committee  that  it  was  the  considered  judgment  of  the  Rivlin 
Commission  that  Congress  should  increase  the  Federal  Payment  to  a  level 
equivalent  to  30  percent  of  the  District's  own  source  revenues.  That 
recommendation  appears  to  be  embodied  in  H.R.  2902,  which  is  now  being 
considered. 
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As  I  pointed  out  in  my  testimony  of  three  years  ago,  the  District  of 
Columbia  is  not  a  state  --  it  is  a  unique  Federal  District.  The  framers  of  the  U.S. 
Constitution  decided  that  a  strong,  centraUzed  government  required  a  permanent 
seat  of  government,  physically  independent  of  any  state.  They  provided  for  creation 
of  such  an  independent  seat  of  government  in  Article  1,  Section  6,  Paragraph  17  of 
the  Constitution: 

"The  Congress  shall  have  the  power.. .to  exercise 
exclusive  legislation  in  all  cases  whatsoever,  over 
such  district.. .as  may,  by  cession  of  particular 
states,  and  the  acceptance  of  the  Congress  become 
the  seat  of  the  Government  of  the  United  States..." 

This  provision  of  the  Constitution  specifically  grants  Congress  exclusive  legislative 
authority  over  the  District  of  Columbia. 

Although  the  District  has  some  characteristics  of  a  state,  a  county,  and 
a  city,  it  is  unlike  each  of  them.  It  is  a  Federal  District,  and  with  that  distinction 
come  both  benefits  and  handicaps.  The  District's  current  form  of  government  was 
created  by  Congress  in  1973  pursuant  to  the  so-caUed  "Home  Rule  Act."  This  Act 
(Public  Law  93-198)  provides  for  a  limited  home  rule  through  local  government  with 
an  elected  Mayor  and  City  Council.  All  legislation  passed  by  the  District 
Government  and  the  District's  annual  budget  are  subject  to  review  by  Congress. 

The  District  is  specifically  prohibited  by  the  Home  Rule  Act  fi-om  the 
taxation  of  income  at  its  source  for  non-residents.  The  District  is  further  restricted 
in  its  revenue-raising  as  a  result  of:  (1)  fifty-five  percent  of  District  real  property 
being  exempt  fi:om  taxation  because  it  is  owned  by  the  Federal  Government,  foreign 
missions  or  other  tax-exempt  organizations;  (2)  approximately  fifty  percent  of  all 
sales  in  the  District  being  exempt  from  sales  tax  because  they  are  made  to  the 
Federal  Government  or  other  tax-exempt  organizations;  and,  (3)  a  90-foot  height 
restriction  on  buildings  in  the  city  which  limits  the  amount  of  commercial  space 
that  can  be  constructed. 

In  order  to  compensate  the  District  for  the  limitations  of  being  a 
unique  Federal  District,  as  opposed  to  being  a  state  with  its  appropriate  powers,  the 
District  receives  direct  funds  from  the  Federal  Government  through  what  has 
become  known  as  the  Federal  Payment.  Congress,  in  the  Home  Rule  Act,  provides 
guidance  regarding  the  Federal  Payment  for  purposes  of  annual  budget 
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preparation.  The  Act  says  that  the  loss  of  conventional  governmental  revenue 
sources  and  the  high  tax  burden  on  District  residents  should  be  considered  in 
determining  the  amount  of  the  Federal  Payment. 

It  thus  appears  clear  and  beyond  dispute  that  Congress  owes  a  duty 
and  responsibility  to  the  people  of  the  District  of  Columbia  to  fairly  and  adequately 
compensate  them  for  the  prohibitions  which  prevent  the  raising  of  revenue  through 
more  traditional  sources.  Despite  the  provisions  of  the  Home  Rule  Act,  Congress  in 
recent  years  has  woefully  failed  in  hving  up  to  its  obhgations  to  the  District.  It  is 
impossible  for  the  Mayor  and/or  City  Council  to  develop  and  adopt  a  budget  without 
there  being  some  set  procedure  by  which  they  can  accurately  calculate  the  amount 
of  revenue  that  they  will  be  receiving  from  the  Federal  Government  each  year  to 
make  up  for  the  revenue  the  District  is  giving  up. 

Fairness  and  justice,  therefore,  require  that  the  Federal  Government 
make  good  its  obligation  to  the  citizens  and  Government  of  the  District.  Bearing  in 
mind,  however,  that  the  Federal  Government  itself  is  in  a  precarious  financial 
situation,  that  the  District  Government  could  be  run  more  efficiently,  and  that  the 
District  Government  has  a  duty  to  U.S.  taxpayers  to  spend  tax  dollars  wisely,  a 
reasonable  sharing  of  the  financial  burdens  and  responsibihties  of  the  Nation's 
Capitol  must  be  worked  out.  An  increased  Federal  Payment  should  be  determined 
by  an  agreed  upon  formula-based  entitlement  which  is  easy  to  calculate  and  is  not 
subject  to  recision,  sequestration,  or  to  interpretation.  The  formula  should  be 
structured  so  that  it  encourages  the  District  to  increase  the  amount  of  revenue  it 
generates  from  its  own  sources.  The  Federal  Payment  should  be  set  at  a  percentage 
of  audited  District  general  fund  own-source  revenues  of  the  second  prior  fiscal  year 
(audited  figures  for  more  years  would  not  be  available  in  time  for  budget 
preparation).  A  30  percent  figure  approximates  the  Federal  Payment  percentage  of 
own-source  revenues  in  1975  when  Home  Rule  was  granted.  This  tjT^e  of  formula 
approach  strikes  a  fair  balance  between  the  obligation  of  the  people  of  this  city  to 
raise  their  own  revenue  and,  by  the  same  token,  the  obligation  of  the  Congress  of 
the  United  States  to  compensate  the  District  for  the  restrictions  placed  upon  it  by 
its  own  unique  and  special  status. 

Washington,  D.C.,  as  our  Nation's  Capital,  should  be  a  shining 
example  of  urban  success  for  our  nation  and  the  world.  A  sound,  consistent,  and 
reUable  revenue  base  is  necessary  to  accomplish  this  worthwhile  goal.  The 
taxpayers  of  the  District  are  already  overburdened  by  taxes.  While  cost-cutting, 
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more  efficient  government  management,  and  one-shot  special  Federal  support  will 
help,  it  is  a  fair  annual  Federal  Payment  which  can  provide  the  foundation  for  a 
bright,  progressive,  and  successful  future  for  our  Nation's  Capital.  H.R.  2902,  in  my 
view,  meets  this  standard  of  fairness. 

Very  truly  yours. 


Frank  J.  Fahrenkopf,  Jr. 
cc:  James  C.  Gorman 
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D.C.COf'.i-.iJTEE  Robert  D.  Reischauer 

U.S.  HOUSE  or  REPS.  t^nrci,., 

July  13,  1994 


Honorable  Fortney  (Pete)  Stark 

Chairman 

Committee  on  the  District  of  Columbia 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

The  Congressional  Budget  Office  has  prepared  the  enclosed  analysis  for  the  amendment 
being  considered  to  the  District  of  Columbia  Self-Government  and  Governmental 
Reorganization  Act  that  would  authorize  the  District  goverimient  to  levy  local  corporate 
income  taxes  on  Fannie  Mae  and  Sallie  Mae. 

This  amendment  to  P.L.  93-198  would  not  directly  affect  direct  spending  and  receipts. 
Therefore,  pay-as-you-go  procedures  would  not  apply  to  the  amendment. 

If  you  wish  further  details  on  this  analysis,  we  will  be  pleased  to  provide  them. 

fnccDely/ 


Reischauer 

Enclosure 

cc:       Honorable  Thomas  J.  Bliley,  Jr. 
Ranking  Minority  Member 
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1.  What  is  the  amendment  to  the  DC  Home  Rule  Act  that  is  being  considered? 

The  House  District  of  Columbia  Committee  is  considering  an  amendment  to  the  DC 
Home  Rule  Act  that  would  override  the  current  exemption  of  the  Federal  National 
Mortgage  Association  ("Fannie  Mae")  and  the  Student  Lx)an  Marketing  Association 
("Sallie  Mae")  from  DC  corporate  income  taxes  and  authorize  the  District  of 
Columbia  to  apply  its  corporate  income  tax  to  these  entities. 

2.  What  is  the  current  law  as  it  pertains  to  the  taxation  of  Fannie  Mae  and  Sallie 
Mae? 

Under  their  federal  charters,  Farmie  Mae  and  Sallie  Mae  are  exempt  from  all 
taxation  by  any  state  or  locality,  except  for  taxation  on  the  real  property  held  by 
these  government-sponsored  enterprises  (GSEs).  However,  Faimie  and  Sallie  do  pay 
federal  income  taxes.  According  to  the  annual  reports  of  the  GSEs  for  the  year 
ending  December  31,  1993,  Fannie  Mae  paid  $963  million  in  federal  income  taxes 
and  Sallie  Mae  paid  $260  million. 

3.  How  would  the  change  in  the  tax  status  of  the  GSEs  affect  the  revenue  collected  bv 
the  District? 

The  amendment  would  allow  the  District  govenmient  to  obtain  additional  own-source 
revenue  by  taxing  the  income  of  the  GSEs  at  the  applicable  flat  corporate  tax  rate, 
currently  10.25  percent.  This  rate  is  scheduled  to  ia\\  to  9.7375  percent  of  corporate 
income  during  the  1995  calendar  year. 

Though  no  formal  projection  of  future  earnings  has  been  attempted,  it  is  possible  to 
provide  a  rough  estimate  of  the  revenue  gains  to  the  District.  The  condensed  income 
statements  of  Faimie  Mae  and  Sallie  Mae  from  their  individual  1993  Annual 
Reportfs]  indicate  an  income  before  federal  income  taxes  and  extraordinary  item  of 
$3,005  million  and  $827  million,  respectively.  All  other  things  equal,  had  the  District 
been  authorized  to  levy  corporate  income  taxes  on  the  GSEs  for  the  year  ending 
December  31,  1993,  at  the  applicable  tax  rate,  the  potential  revenue  gains  to  the 
District  could  have  been  considerable. 

Future  tax  revenue  for  the  District  of  Columbia  attributable  to  overriding  the  income 
tax  exemption  for  Farmie  Mae  and  Sallie  Mae  is  somewhat  uncertain  because  of  its 
reliance  on  several  unpredictable  factors.  First,  revenue  obtained  by  the  District  will 
be  a  function  of  the  future  incomes  of  the  GSEs  and  the  statutory  corporate  income 
tax  rate.  Second,  if  changes  in  District  law  are  enacted  that  make  the  enterprises 
subject  to  local  taxation,  DC  may  implement  some  offsetting  reductions  to  alleviate 
a  portion  of  the  burden  on  other  taxable  entities.  Third,  the  short-term  business 
decisions  of  the  GSEs  may  allow  them  to  use  tax  preferences  to  reduce  their  taxable 
income  below  financial  statement  income.  Finally,  the  long-term  business  decisions 
and  strategies  of  Fannie,  Sallie,  and  the  District  of  Columbia,  which  cannot  be 
anticipated  at  this  juncture,  will  significantly  influence  future  District  revenues. 
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4.  Does  this  amendment  open  Fannie  and  Sallie  to  taxation  bv  other  jurisdictions 
besides  the  District  of  Columbia? 

At  present,  it  is  not  clear  whether  or  not  the  amendment  will  open  Fannie  Mae  and 
Sallie  Mae  to  taxation  by  other  jurisdictions.  It  may  be  possible  to  craft  statutory 
language  in  a  restrictive  fashion  such  that  only  the  District  government  may  levy 
taxes  upon  these  GSEs.  However,  there  is  a  degree  of  likelihood  that  the  issue  will 
have  to  be  resolved  in  the  courts. 

5.  What  effect  would  a  change  in  the  law  have  on  mortgage  and  student  loan  interest 
rates  for  the  assets  that  Fannie  and  Sallie  purchase? 

Predicting  the  effects  of  this  amendment  on  mortgage  rates  is  difficult  and  would 
require  more  detailed  analysis  than  is  possible  in  this  short  memo.  It  is  important 
to  note  that  Fannie  Mae  has  a  major  competitor  --  namely,  the  Federal  Home  Loan 
Mortgage  Corporation  ("Freddie  Mac").  If,  after  passage  of  the  amendment,  Freddie 
continued  to  price  its  products  at  current  levels,  there  would  probably  be  little  effect 
on  mortgage  interest  rates.  But,  because  these  two  GSEs  dominate  the  market  for 
fixed-rate  mortgages,  the  analysis  becomes  significantly  more  complicated. 

The  rate  charged  to  students  on  federally  guaranteed  student  loans  (GSLs)  is  set  by 
a  formula  spelled  out  in  federal  law.  An  amendment  to  Sallie's  tax  exemption  should 
function  like  a  reduction  in  the  federal  special  allowance  (the  interest  margin  above 
the  90-day  treasury  bill  rate  paid  to  all  holders  of  GSLs)  paid  specifically  to  Sallie 
Mae.  Consequently,  any  costs  associated  with  a  change  in  the  law  should  be  borne 
by  the  owners  of  each  GSE  and  capitalized  in  the  market  value  of  their  outstanding 
common  stock. 

6.  How  would  the  amendment  affect  the  competitive  balance  between  Fannie  Mae  and 
Freddie  Mac? 

Although  Fannie  and  Sallie  would  become  subject  to  the  District  income  tax  under 
the  amendment,  Freddie  Mac  would  continue  to  be  exempt  from  state  and  local 
corporate  income  taxes.  This  may  have  a  significant  "tilting"  effect  on  the 
competitive  balance  between  these  enterprises  in  favor  of  Freddie. 

7.  What  are  the  revenue  and  expenditure  implications  for  the  federal  government? 

Federal  law  allows  corporations  and  individuals  to  deduct  state  and  local  income 
taxes  paid  from  their  income  subject  to  federal  corporate  and  individual  taxes. 
Therefore,  an  amendment  that  permits  the  District  government  to  tax  Fannie  Mae 
and  Sallie  Mae  could  result  in  a  decline  of  federal  corporate  tax  receipts. 
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On  the  expenditure  side,  the  federal  government  could  experience  an  increase  in  its 
federal  payment  to  the  District  in  the  future.  The  federal  payment  is  determined  in 
appropriation  bills.  The  current  authorization  for  fiscal  year  1995  is  set  at  24  percent 
of  the  District's  own-source  revenues  in  fiscal  year  1993.  If  future  authorizations  and 
appropriations  are  maintained  at  this  constant  percentage  of  the  District's  revenues, 
then  removal  of  the  tax-exemption  for  Fannie  Mae  and  Sallie  Mae  would  translate 
into  additional  federal  outlays  in  the  future.  This  result  is  not  automatic,  however. 

How  would  a  change  in  the  tax  status  of  Fannie  and  Sallie  be  viewed  from  a  BEA 
scorekeeping  perspective? 

Any  likely  change  in  federal  revenue  would  be  viewed  as  a  second-order  effect  of  an 
alteration  in  current  law.  CBO  would  not  score  any  change  in  federal  receipts  as  a 
result  of  this  proposal.  Thus,  there  would  be  no  need  for  the  Congress  to  offset  the 
possible  change  in  federal  receipts  through  other  policy  decisions  under  PAYGO 
procedures. 
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